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-EUROPE’S PROBLEM CURRENCIES 
CURBING CANADA’S BOOM 
INHERITANCE FROM STAGNATION 


BY NORMAN MACRAE 


STAGNATING STILL? 


BY SIR OSCAR HOBSON 


NEW DEAL FOR RENTS 
LOMBARD STREET IN CALMER WATERS 


BY J. GRAHAME-PARKER 
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HASTINGS and THANET 


3: if IMPORTANT NEW 
4 “TERM SHARES” for Savers ! 


Soe i ng Sl a Po gat ee 


OT pe a notice, 
eoumnene 98% jet, being equivalent to £6.10.54.% fo anyone lable 0 
ax at 


REGULAR SAVERS can earnanet —)> 4.% 
net for Fully-Paid Shares—{1 to £5,000 
34% INCOME TAX PAID BY THE SOCIETY 
Without obligation call or write for our booklet, “ Profitable Investment ” 
Hastings and Thanet 
BUILDING SOGIETY 


Established ever 100 years Assets £22,000,000. Reserve Strength £1,000,000 
Head Offices: HASTINGS and RAMSGATE « LONDON: 99 BAKER STREET, W.!. 
BRANCHES AND AGENCIES THROUGHOUT THE COUNTRY 














THE HAMMERSON GROUP 


OF COMPANIES 


WISHES TO PURCHASE 


ENTIRE SHARE CAPITAL 


PROPERTY OWNING COMPANIES 
OR INVESTMENT TRUSTS 





BOOK COST OF ASSETS IMMATERIAL 





HAMMERSOR QUADREX HOUSE, PARK LANE, W. 


GROUP; Telephone: HYDE PARK 6666 
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isk your printer for his advice 


FINSBURY PAVEMENT » LONDON 











Short Loan & Mortgage 


Company Limited 


BANKERS, DISCOUNT AND 
FISCAL AGENTS 


80 LOMBARD STREET, LONDON, E.C.3. 


MANAGING DIRECTOR: 
N. H. WOOLLEY 





Local Authority Mortgage Loans 
and Temporary Deposits arranged. 


Investment enquiries invited from 
Public Companies and Institutions 
or their Agents 


Telegrams 


AMORTIZE, STOCK LONDON 


Telephone 
MANSION HOUSE 3321 (5 lines) 
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than you pay 
for the best 


An old typewriter is an expensive typewriter. A sheer waste of 
costly typing talent. Prodigal with stationery. Demanding end- 
less maintenance. Its end product, letters that are a travesty of 
what typing should be. For a fraction of a typist’s salary you can 
replace your old typewriter with a new Remington. At once, you 
get letters you are proud to sign: get them quicker, with far less 
retypes and corrections. Up go production and morale. Down go 
service bills. You soon find that the best typing in the world 
doesn’t cost the most. It actually pays: right from the start. 

Remington make a complete range of office typewriters, 
brilliantly engineered by Scottish craftsmen, beautifully styled 
by outstanding designers. They incorporate the most advanced 
devices for time- and labour-saving. One of them is exactly right 
for your office. And it will save you money in a really noticeable 
way. 

See, too, the Remington Ultravox Dictating machine and its 
exclusive sound-sheet. With Remington Ultravox, those costly 
time-consuming ‘dictation bottlenecks’ become a thing of the 
past. 


REMINGTON TYPEWRITERS 


For free details and/or demonstration, please write to REMINGTON RAND LIMITED (DEPT. 142) 
W.C.I + CHANCERY 8888 


BUSINESS EQUIPMENT CENTRE «+ I-IQ NEW OXFORD STREET 





You pay more for 
bad typing 
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You should bank 


with the WESTMINSTER too! 


WESTMINSTER BANK LIMITED 





THE GATEWAY ; hy TO SECURITY 
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A Home for your savings. 


SHARES 34% 
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| MUildy iy) y Sat Y Limrmmnunlly, 
woe “Ym O ¢4 


, 
ASSETS Y AFTER 4 YEARS ff / 


j RESERVES 
EXCEED IO/ to £10 Per Month 


EXCEED 
£346,000,000 
Luanna INCOME TAX PAID BY THE SOCIETY 


TEMPERANCE 


PERMANENT 


BUILDING SOCIETY 


223-227 REGENT STREET, LONDON, W.i_ Branches throughout the country 
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ln, £2,000,000 


Phone: REGent 7282 
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The Chief Constable 
searched 


his pockets, then accepted my 


cigarette. ‘‘ Expensive?” he asked. 


‘* More than worth a little extra”’ 





I told him. You will agree. 


STATE (XPRESS 555 

















Guides for your 
travelling customers 











If any of your customers are going to visit Australia or New Zealand. 
you can render an additional service by giving them the relative A.N.Z. 
Bank Guides. These conveniently-sized publications deal individually with 
many of the principal cities* and each contains (in addition to maps and 
street plans) information which your customers cannot fail to find helpful. 
You can obtain supplies of all A.N.Z. Bank Guides to Australia and New 


Zealand on request. 
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* SYDNEY - MELBOURNE - ADELAIDE - PERTH - BRISBANE - TASMANIA 
WELLINGTON - AUCKLAND - CHRISTCHURCH - DUNEDIN 


aa AUSTRALIA AND NEW ZEALAND 
BANK LIMITED 


HEAD OFFICE: 71. CORNHILL, LONDON, E.C.3. Telephone: AV Enue 1281 
Nearly 900 Branches and Agencies 
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aspects of automation 
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Hutt 


LAMININ MAA 
wer : 


Q. How would you eliminate 
interference by human 
frailty in high vacuum 
mopping-up operations ? 


ALIANT 


You wouldn’t. But for speed, 
accuracy and economy in all 
kinds of figuring you would 
install Monroe Calculators and 
Adding-Listing Machines. Set 
the problem, press a key—and 


leave the rest to automation. Your Monroe steers its own way through all stages 
of figuring, short-cuts hundreds of time-wasting intermediate steps, races through 
complex calculations to the right result. Send today for details of the com- 
prehensive Monroe range. There’s a model specially designed to meet your 


particular requirements. 


The streamlined and simplified Model 6N brings all the 
advantages of fully automatic figuring within the reach of 
every business office. A brilliant ‘all-rounder’ for general 
purpose figuring, which makes the minimum demands on 
capital outlay and operational skill. 
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MONROE CALCULATING MACHINE COMPANY LIMITED, 
BUSH HOUSE, LONDON, W.C.2 COVent Garden 0211 
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y BAYERISCHE 

HYPOTHEKEN-U. & 
WECHSEL- 
‘ 


BANK 


HEAD OFFICE: MUNICH 


9-15 THEATINERSTR. 10 KARDINAL -FAULHABER- STR. 
More than 200 Branches throughout Bavaria and the Palatinate 
CAPITAL AND RESERVES DM 100.010.000. - - 
FOREIGN TRADE BANK 


Correspondents throughout the world 





























ADVANCED ACCOUNTS 


Edited by R N.C . 
Seintieets pr oe peeenco best-known account- | BAN 0 BORGES 


ancy works, has been thoroughly revised and 

brought up to date in accordance with the most | A 

recent. developments * | & IRMAO S.A.R.I 
4 a Je + ese 


KEY TO ADVANCED ACCOUNTS | Established 1884 
By R. A. Goodman. Revised by Henry H. Smith. | OPORTO LISBON 


All the practical exercises in this book have been 
adequately worked through to give the fullest 
assistance to both teachers and students in the Capital and Reserves Esc. 119,000,000.00 


correction of work. le 














STATISTICS IN THEORY 
AND PRACTICE 


By L. R. Connor and A. J. H. Morrell. 4th Edition. Branches and Correspondents 








A book for all who handle statistical problems in all 
professional and business men as well as students. 

Includes an entirely new appendix on punched-card . . e4e 

saaioraent vat 30/- net principal cities of the country 


THE LAW OF TRUSTS C d 1 Rio d ; 
By George VV. Keeton, M.A., LL.D., Professor of orrespondent in Mo de Janeiro: 
English Law in the University of London. 7th Edition. BANCO BORGES 
Revised and brought up to date, this work provides 
a textbook for law students who require a more 
detailed statement of the rules of Law and Equity 
relating to Trusts than is provided in works dealing 
with the field of Equity generally. 50/- net 


SR RENE 
PITMAN 


Parker Street, Kingsway, London, W.C.2 


ALL BANKING TRANSACTIONS 
THROUGHOUT THE WORLD 


Telegrams : BORGIRMAO 
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Every Heating Installation has its own problem 


Which &G.C. system 


is best for you? 


The G.E.C. manufactures a full range of industrial electric heating 
equipment, providing complete installation schemes to meet any type 
of individual! requirement. A G.E.C. planned scheme means all-round 
, erection time and fuel consumption — points 
worth considering in these days of rising costs and fuel shortages. 
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OVERHEAD RADIANT HEATERS - Provide 
warmth in situations where overall 
heating would be too costly. Create im- 
mediate warmth even with low air tem- 
peratures. 


NIGHTSTOR HEATERS - Use electricity 


at night when special low cost off-peak 
tariffs are Tr available. Cut heat- 
ing costs by up t 

UNIT FAN HEATERS - From3 kW to20kw 
for use in factories, shops, stores, halls 
and in many other places. 

STANDARD TUBULAR HEATERS - Availa- 


ble in various lengths up to 4-way banks. 
Flameproof models also supplied. 





Write for publication H5 for further details 


Industrial Electric 
Space Heating 








THE GENERAL ELECTRIC CO. LTD., MAGNET HOUSE, KINGSWAY, LONDON, W.C.2 








Rotate..record ..rotate..refer.. FAST/ 


A New Space/Time/Labour-Saving CARD CONTROL SYSTEM 


Rotadex is a revolutionary card recording and reference system with the out- 
standing advantages of simplicity, efficiency and extremely low price. With a 
simple swivel movement any card can be found quickly for reference, or entry 
—without removal, although cards can be easily removed when required. 
Rotadé&x is available in fourteen sizes accommodating 
from 500 to 3,000 cards of various size and description. 
Write to Evertaut for descriptive leaflets on Rotadex, now. 

















ROTADESK 


Literally card index control at your finger tips. 
Cards are contained INSIDE the desk and are 
selected from a rotating wheel through an 
opening on the desk top. Up to 12,750 cards 
can be accommodated and referred to quickly. 
Customers’ own cards may be used. 





REVOLUTIONISES CARD REFERENCE 


Write for leaflet No. AT 12 
Sole Distributors: EVERTAUT, LTD. Proprietors: J. B. 
Brooks & Co. Ltd., WALSALL ROAD, PERRY 
BARR, BIRMINGHAM, 22B 
Phone : BIRchfields 4587 (4 lines) Grams: Evertaut, Birmingham 
London Office: Kern House, Kingsway, W.C.2. 

Phone: HOL. 0238 


























GILLETT BROTHERS DISCOUNT CO. 


LIMITED 
Established 1867 


CAPITAL AND RESERVES £2,075,000 


Bills Discounted 
Money received at Call or on Deposit for Fixed Periods 


52 CORNHILL, LONDON, E.C.3 
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THE ROYAL EXCHANGE 
ASSURAN CE Incorporated 1720 


The services of the Royal Exchange Assurance can 
always be relied upon with confidence. They are 
comprehensive, up to date and backed by almost 250. 
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: ROVAl ELEN ARCE LONDON ° ° ° ogee 
HEAD OFFICE: years experience. Special Life Assurance facilities are 
{ THE ROYAL EXCHANGE available for Bank Officials. 

} LONDON 
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Portrait of 
a man who 
invested in 


SAFETY 
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...with ABBEY NATIONAL naturally ! 


Although he leads the hectic life of a newspaper reporter this man has a tranquil 








mind. He spends his spare time happily working in his garden. . . pleasantly 
aware that he is equal to the demands of his profession . . . confident in the know- 
ledge that his future is the brighter for savings safely AMG i mm 
profitably invested with Abbey National. = A SAFETY-FIRST 











Abbey National gives him a good return—34% with = INVESTMENT 
income tax paid by the Scciety. This is equal to £6.1.9% 40 
where income tax is paid at the standard rate. Any amount 3. 
from £1 to £5,000 can be invested. 2 re) 
INCOME TAX PAID 
BY THE SOCIETY 


ABBEY NATIONAL ofr sour 
BUILDING SOCIETY 
£6.1.9 


Member of The Building Societies Association 
A national institution with assets of £258,000,000 

per cent where Income 
Tax is paid at the 


Branch and other offices throughout the United Kingdom: = Standard Rate 
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see local directory for address of nearest office PTs 
, ABBEY HOUSE - BAKER STREET - LONDON - N.W.I. Telephone: WELbeck 8282 
CVS-443 
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The 
Union Discount Company 
of London Ltd. 


(ESTABLISHED 1885) 


CAPITAL & RESERVE - _ £8,000,000 


TREASURY, BANK AND FIRST-CLASS TRADE BILLS DISCOUNTED. 





39 CORNHILL, LONDON, €E.C.3 























































A COMPREHENSIVE 
BANKING SERVICE COVERING 
OVER 3,000,000 SQUARE MILES 





In Australia, New Zealand, Fiji, Papua and New Guinea, 
the Bank of New South Wales offers a complete banking service. 
Over 1,000 branches throughout Australasia are 
available to deal with enquiries and the needs of your customers’ 
overseas business. The Bank of New South Wales is the 
most widely represented commercial bank in the South-West Pacific. 


BANK OF NEW SOUTH WALES 
HEAD OFFICE : SYDNEY, AUSTRALIA 
Main London Office: 29, Threadneedle Street, E.C.2 
D. J. M. Frazer—Manager 


(Incorporated in New South Wales 
with Limited Liahility) 




















~ , « « ALL OVER AUSTRALIA AND NEW ZEALAND 
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in FACTORIES - HOSPITALS - CLINICS 
SCHOOLS - HOTELS AND OFFICES 


Investment by British industrialists and 
others in modern equipment to safeguard 
the health and welfare of the vast and 
growing numbers of workers, has proved 
beyond doubt the wisdom of a policy both 
far seeing and democratic in concept. 


The installation of Sugg’s incinerators 
wherever women employees form part of 
an organisation is plain common sense. 


Our sales and technical staff will be glad 
to advise and co-operate. 


She ugg 
SP COTPCC rater 


Gas Fired 


WILLIAM SUGG & CO. LIMITED 


REGENCY STREET, LONDON, § 5S.W.i 


Telephone ViCtoria 3211 
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ALEXANDERS DISCOUNT COMPANY 


LIM 
24 LOMBARD STREET, LONDON, E.C.3. 


CAPITAL PAID UP -— - — £2,600,000 


RESERVES - - - - £2,167,000 
£4,767,000 





DIRECTORS: 
SIR ERIC GORE BROWNE, D.S.O., O.B.E., T.D. (CHAIRMAN) 
JOHN PATRICK RIVERSDALE GLYN (Deputy CHAIRMAN) 
ROBERT ALEXANDER 
Tue Rt. Hon. LORD BALFOUR OF BURLEIGH, D.L. 
MARK DINELEY 
SEYMOUR JOHN LOUIS EGERTON 
ALAN RUSSELL 





MANAGER: 
Sir ANTONY MACNAGHTEN, Bart. 
Deputy MANAGER: CHARLES C. DAWKINS 
ASSISTANT MawnacGers: A. J. MCLENNAN, M, L. CREGEEN, I. W. K. SMITH 
SECRETARY: F. W. HATCHER 


BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 














Inn. Bak, Manager’ 


Your advice on investments is highly valued. 
When the circumstances indicate a Building Society 
investment, we suggest you consider the Leicester 
Permanent. 


We are in a strong position amongst Building 
Societies and enjoy the confidence of many 
members of your profession. We shall be pleased 
to send you one or more copies of our Balance 
Sheet. 


LEICESTER PERMANENT 





BUILDING SOCIETY 


Assets exceed £41,500,000 Reserves exceed £2,620,000 


Head Office: WELFORD PLACE, LEICESTER 
London Office: FITZHERBERT HOUSE, 49 PARK LANE, W.1. 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL 
LONDON, E.C.3 





GUINNESS & MAHON 


17, COLLEGE GREEN 
DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 
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National Discount Company Limited. 


(Established 1856) 


(INCORPORATING THE BUSINESS OF MESSRS. REEVES WHITBURN) } 


35, CORNHILL, LONDON, E.C.3. : 


Telegraphic Address: Telephone: 

NATDIS, STOCK, LONDON MINCING LANE 2433 (10 lines) 
Capital Authorised - -  £5,000,000 
Capital Paid up - - - £3,458,885 
Reserves - - - - £2,341,115 


Carry Forward - - - £164,029 


Directors: 
Commander The Hon. LOVEL W. COKE, R.N., Chairman 
Field (roe The Rt. Hon. The ere H. S. H. GUINNESS 
ALANBROOKE, K.G G.C.B., .M. Sir F 7RICK W. 3ITH-RO 
BVO D SS "SIL EREDERICK ,W. LEITH-ROSS, 
RONALD L. BASSET The Rt. Hon. The Earl of LIMERICK, 
The Hon. DAVID BOWES LYON G.B.E., K.C.B., D.S.O. 
Manager : Sub-Manager : 
W.. SHEPHERD A. H. STANTON, M.B.E. 
Assistant Managers : 
R. A. LYGON E. BRAIN, M.C. G. H. N. WALFORD S. I. JOHNSON 
Accountant : Secretary : 
A. E. WILLJAMSON, A.C.A. J]. W. G. LEE, D.S .O 
Auditors: Bankers : 
. BANK OF ENGLAND. 
PRICE WATERHOUSE & CO. NATIONAL PROVINCIAL BANK LTD. 


Treasury Bills, Bank and Mercantile Bills Negotiated. Money received on Deposit 
at Call and Short Notice at the Current Market Rates of Interest, and for longer periods 
upon specially agreed terms. All communications to be addressed to the Manuger. 
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PAID-UP SHARES 3 % 


SUBSCRIPTION SHARES 4% 
All with Income Tax paid by the Society 


ROMOIMIS0ENG 


BUILDING ae? 
HEAD O 
MARKET STREET. BRADFORD i 
Tel. 29331/2/3/4 
ALBION STREET LEEDS | Tel. 29731/2/3 
London Office: Astor House 
Aldwych W.C.2 Tel. HOLborn 368! 
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L... Legacies 
S .. . Subscriptions 
DD... Deeds of Covenant 


All these spell much-needed help 
for the CHURCH ARMY. This 
Great Christian work through its 
many Evangelistic and Social 
Activities has touched for the 
better the lives of untold thousands 








THEY count on us... 
Can we count on YOU ? 


Please help a hurch Army work 








ONE OF THE BIG SIX 


=/Z =|</02'0 


Enquiries should be addressed to: The Chief 

Secretary, The Revd. E. Wilson Carlile, B.D., 

A.C.A., The Church Army, P.O. Box 420. 
55 Bryanston Street, London, W.1 


©HURCH ARMY 
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Your American bank abroad... 
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Wherever you go — wherever you or your customers do 
business — you'll find Bank of America’s global credit, col- 
lection, and payment facilities there to assist you. With 
overseas branches, traveling representatives, and corre- 
spondent connections in every part of the world, there’s no 
job too small, too large, or too involved for us to tackle. 


For information write our International Banking Department. 


OVERSEAS BRANCHES 
London, Manila, Tokyo, Yokohama, Kobe, 
Osaka, Bangkok, Guam 


REPRESENTATIVES 
New York, Mexico City, Milan, Paris, Zurich, 
New Delhi, Havana, Rio de Janeiro, Beirut 


Bank of America 
NATIONAIT : ASSOCIATION 





SAN FRANCISCO 20 


LOS ANGELES 54 BANK OF AMERICA International 
— (a wholly owned subsidiary) 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
New York, Duesseldorf, Singapore, Paris, 
Beirut 
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EASTERN CLOSE-UP 


Fnquiries are welcomed from anyone 
wishing to extend their activities in the 
markets of the East. With over 100 
Branches in the leading centres of Industry 
and Commerce in India, Pakistan, Malaya. 
and Burma, the United Commercial 
Bank is well equipped to advise business- 
men on trading potentialities in these 
countries. The Bank’sQuarterly Review, 
which contains helpful factual informa- 
tion on current economic and industrial 
ies aN conditions, is available on request. 


THE UNITED COMMERCIAL BANK LTD. 
( Incorporated in India 6th January 1943) 


Head Office : 2 INDIA EXCHANGE PLACE, CALCUTTA - London Office: 12 NICHOLAS LANE, E.C.4 
CHAIRMAN: G. D. BIRLA - GENERAL MANAGER: S. T. SADASIVAN 
































ISRAEL DISCOUNT BANK LIMITED 
HEAD OFFICE: 27/29, Yehuda Halevi Street, Tel-Aviv 
Extensive network of Branches 


Representative’s Office: 
61 Broadway, New York 6, N.Y., U.S.A. 








ALL BANKING BUSINESS 








Affiliation: THE MERCANTILE BANK OF ISRAEL LTD, Tel-Aviv 
Consolidated Assets exceed IL. 140,000,000 


THE ROYAL BANK OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 
Head Office: ST. ANDREW SQUARE, EDINBURGH 
1874 <«83 YEARS OF BANKING SERVICE IN LONDON- 1957 





The ROYAL BANK | 1924 Drummonds Bank purchased. Now | On Ist July The 
opened its first | Drummonds Branch of the Royal Bank. | ROYAL BANK 
Branch in London. | 1928 Branch opened at 64 New Bond Street. | pened its sixth 
This is now the | , | Branch in London, 
chief London City | 1930 Burlington Gardens Branch of the Bank | Mineing Lane 
office of the Bank. | of England acquired. Now The Royal | Branch, 44/45 
3 Bishopsgate, | Bank's Western Branch. Fenchurch Street, 
E.C.2 1935 Branch opened at 8 West Smithfield. | Be. 
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West End branch 





The First National City Bank of New York 
announces the opening of its new West End branch at 


17 Bruton Street, Berkeley Square, London, W.1 





The First National City Bank of New York is proud of its long service 
to American undertakings in this country. It is proud, too, of the part 
it has been able to play in assisting British business both in the export 
drive and in enterprises overseas. 

The new branch will augment this service in an important business 
area. We look forward with pleasure to greeting old friends and clients 
in our new offices and to welcoming many new ones. 


The FIRST 
NATIONAL CITY BANK 
of New York 


ESTABLISHED 1812 
Incorporated with limited liability under the National Bank Act of the U.S.A. 
Head Office: 55 WALL STREET, NEW YORK 
LONDON OFFICES: 


City: 117 OLD BROAD STREET, E.€.2 TELEPHONE: LONdon Wall 1221 
West End: 17 BRUTON STREET, BERKELEY SQUARE, W.I TELEPHONE: MAYfair 6600 


OUR FORMER OFFICE AT 11 WATERLOO PLACE, S.W.1, HAS BEEN CLOSED 
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S. JAPHET & Co., Ltd. 


MERCHANT BANKERS 








ACCEPTANCE CREDITS 
OVERSEAS COLLECTIONS 
FOREIGN EXCHANGE 


AND OTHER BANKING SERVICES 
AT HOME AND ABROAD 


Banking connections in all parts of the world 





30, ST. SWITHINS LANE « LONDON, E.C.4 


Cables: Telex Nos.: 
Interaxis Tele.: MANsion House 2577 28338, 28339, 
london 28383 (Securities ) 


A member of The Charterhouse Group 
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A Financial Notebook 





Guidance on Wages ? 


THE proposal to establish an 
‘‘ authoritative and impartial body ”’ 
to give advice and guidance on the 
wider aspects of wages policy in an 
inflationary setting, first put forward 
by the court of enquiry into the 
engineering dispute of 1954 and re- 
vived two months ago by the Jack 
court of inquiry, now seems in 
principle to have won favour with the 
Government. It is still far from 
clear just what this general overseer 
is supposed to achieve. ‘To make 
the idea more palatable to the trade 
unions, ministers have emphasized 
that the body they have in mind 
would have no say in individual 
claims and disputes; and indeed that 
its concern would be not with 
wages as such but with “all the 
different aspects of price stability ”’, 
including productivity and, it seems, 
profits. In the past few weeks the 
Chancellor of the Exchequer and 
the Minister of Labour have been 
taking soundings from representa- 
tives of both sides of industry on 
reactions to such a body and views 
of its appropriate function. 

It is to be hoped that these con- 
sultations will have convinced the 
Government of the impracticability, 
as well as the unwisdom, of setting 
its aims too high. There may con- 
ceivably be psychological value in a 
body not associated with the Govern- 
ment rehashing Government sta- 
tistics or re-presenting the home 


truths that in the post-war years 
have continuously, and rarely with 
visible result, emanated from the 
Government itself. But all experi- 
ence shows that, whatever may be 
the wishes of the representatives who 
call at Downing Street, wage inflation 
is not stopped by what has been 
appropriately termed “ prestige ad- 
vertizing for economic good sense ”’. 
Some day, surely, a Tory Govern- 
ment must recognize that in a free 
economy the price of labour like 
that of other commodities depends 
on the balance of bargaining 
strengths of supplier and user in the 
market; and that a Government 
cannot escape responsibility for en- 
suring that the balance is not or 
does not remain upset. 


Sterling’s Need 
The gold and EPU figures for 


May were poor for the season, 
though hardly surprising following 
the sluggishness of sterling in the 
exchange markets. In the third week 
of last month sterling showed a brief 
burst of strength against the US 
dollar, the rate rising to $2.79%, but it 
quickly slipped back to near $2.79. 
There is still no sign of a sustained 
movement to cover the short account 
in sterling. ‘This continuing want 
of foreign confidence reflects broadly 
the same fears about inflation as 
domestically are depressing  gilt- 
edged—and not, as some confusing 
and tendentious argument has in 
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recent weeks sought to establish, a 
reaction to weak gilts as_ such. 
Happily, the suggestions to the 
Treasury from this school that the 
authorities should attempt to boost 
sterling by levering up gilt-edged 
were promptly rejected out of hand. 

The reserves rose by $25 millions 
in May, to $2,345 millions; the rise 
was more than accounted for by the 
receipt of $34 millions from the 
European Payments Union in settle- 
ment of the April surplus. The 
most disappointing feature of the 
figures was a swing in the May 
balance with EPU to a deficit of 
£7 millions, involving a gold pay- 
ment in June of $16 millions. It 
appears, however, that a large part 
of this deficit was caused by 
further ratissage, or clawing back, 
by the Bank of France of working 
balances of sterling held by French 
commercial banks. Those balances 
must by now be near their practical 
minimum, and the recent action may 
thus rebound to sterling’s advantage 
in coming months. ‘The reserves 
should be boosted also and to a far 
larger degree by the deposit by the 
German Government, which was 
agreed in March and may now have 
begun, of £75 millions at the Bank of 
England in prepayment of instal- 
ments on its post-war loan from 
Britain. And the current dollar 
balance is already benefiting from 
the falling off in dollar expenditures 
on oil (which in May were still high, 
though below their post-Suez peak). 

Paradoxically, the immediate effect 
of the opening of the Suez Canal may 
be to worsen the picture shown by 
Britain’s overseas trade accounts. 
The concentration of import arrivals 
in British ports is expected to swell 
the returns of imports landed in 
June, and it probably had some in- 
fluence on the import figure for May. 
However, this can have accounted 
for only a small part of the rise in 


the total, to £374 millions, the 
highest monthly level yet recorded 
except in January last (when arrivals 
were concentrated by the Suez 
closing). An encouraging feature of 
the May trade returns was a sharp 
rise in exports, to £303 millions—a 
record—following their disappoint- 
ingly small rise in the first four 
months of the year. 


Dollar Travel 

After eighteen years of virtually 
uninterrupted absolute restriction, 
residents of the United Kingdom 
are again able to obtain dollars—in 
strictly limited quantity—for tourist 
travel. The Chancellor of the Ex- 
chequer announced last month that 
the personal allowance of £100 is 
now to be available for all countries, 
including the dollar area. No reliable 
estimate can be made of the amount 
of dollars that this will involve; a 
rough indication of the possible 
orders of magnitude is the £4 mil- 
lions taken up last year by the busi- 
ness allowance (which is itself to be 
increased slightly, to a general rate 
of {14a day and £18 for top manage- 
ment). But a substantial part of the 
tourist dollar expenditure is likely 
to be by people who would otherwise 
have spent their travel allowance in 
Europe, involving through EPU a 
75 per cent dollar element. The net 
dollar cost of this concession must be 
very small indeed, and should never 
have delayed it for so long. 


Sharp Rise in Deposits 

The earlier small improvement in 
the credit trend as reflected in the 
statements of the clearing banks went 
smartly into reverse in the four weeks 
to mid-May. Net deposits were up 
by £71.1 millions, an exceptionally 
big increase for this season and 
comparing with a rise of {7.1 mil- 
lions twelve months before and a 
decline of £42.3 millions in May, 
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1955; the seasonally adjusted index 
compiled by Lloyds Bank jumped 
1.2 points to 106.8 (1948—100), 
neatly offsetting its decline in the 
three months from mid-January. 
The greater part of the latest ex- 
pansion is attributable to increased 
holdings of liquid assets, up by 
£39.4 millions compared with {1.8 
millions last year. The banks’ port- 
folio of Treasury bills rose by no 
less than £54.8 millions, about half 
of this being at the expense of call 
loans; this refleeted in part the 
efforts to deploy a larger proportion 
of money market assets in this form 
at a time when a fall in Bank rate 
was widely expected. There is no 
visible indication that the Ex- 


May 15, Change on 
1957 Month Year 
{mn £mn {mn 
Deposits .: 6284.6 81.6 +132.5 
“Net’’ Dep* 5979.5 ~71.1 +119.2 
Liquid “ot 
Assets 2064.7(32.9) +394 22.9 
Cash .. 507.9 (8.1) 16.9 12.8 
Call Money 409.0 (6.5) -—27.3 7.1 
Treas Bills 1005.9(16.0) +-54.8 -—- 19.9 
Other Bills 141.9 (2.3) 4.9 37.1 
éé Risk +B 
Assets 3992.7 (63.3) 30.1 92.8 
Investments 1994.2 (31.7) 25.1 3.9 
Advances .. 1998.5 (31.8) 5.0 $8.9 
State Bds 51.1 ~ By ~ 
All other 1947.4 + 6.3 — 


* Excluding items in course of collection. 


+ Ratio of assets to published deposits. 


chequer’s needs for finance in the 
most nearly comparable period were 
larger than a year before, suggesting 
that part of the rise in liquid assets 
secured by the banks may have been 
at the expense of bill holdings outside 
the banking system as well as of 
those in the discount market. 

The other big influence in the 
upsurge of deposits was a rise of 
£25.1 millions in investment port- 
folios. This was accounted for 
wholly by the Midland (up £19.9 
millions) and the Westminster (up 


£4.9 millions), the two banks that 
took cash for their holdings of 
maturing War Bonds in August last, 
involving a reduction in portfolios 
that the latest purchases have still 
not quite made good. These pur- 
chases followed sales of investments 
to fortify liquidity ratios in the two 
preceding monthly periods by Lloyds 
and the National Provincial. The NP 
in May showed a recovery in its 
liquidity ratio from 29.6 to 31.7 per 
cent, bringing all banks above 30 per 
cent (see page 485). The average 
ratio rose from 32.7 to 32.9 per cent. 
Advances again showed a modest 
rise in the May period, of £5.0 
millions, after a small net repayment 
by the state boards. 


Advances Grip Loosening 


The classified figures of advances 
made in Great Britain by members 
of the British Bankers’ Association, 
which are published only quarterly 
and exclude extraneous items, con- 
firm that in the three months to 
mid-May together the strong upward 
trend in advances continued; and 
they show that this was not attribut- 
able to the demands of the “‘essential’’ 
groups of borrowers alone. ‘Total 
advances rose by £78 millions, after 
net repayments of {11 millions by the 
nationalized utilities. In the No- 
vember-February period, in which 
the seasonal pressures are usually 
stronger and the utilities repaid 
£35 millions, the increase was £70 
millions. ‘Thus in the six months 
advances to other borrowers reached 
£194 millions—some {£40 millions 
more than the upsurge in the com- 
parable period of 1954-55, and com- 
pared with a small reduction a 
year ago. 

Of the latest quarterly expansion, 
some {£58 millions is attributable to 
the nineteen groups comprising bor- 
rowers in industry or trade. The 
biggest rise, of £18.3 millions, or 
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12 per cent, was to food, drink and 
tobacco; other marked increases were 
to retail trade, the textile groups, and 
engineering—which at {£241 millions 
is now up £50 millions on the year. 
Another group that has been a heavy 
borrower recently, iron and steel, 
made small repayments from the 
proceeds of public issues. 

Each of the five groups outside 
industry and trade shows an expan- 
sion in the quarter. ‘The sharpest 
was by local authorities (£9.9 mil- 
lions, or 12 per cent) and the “ other 
financial ’”’ group, which includes the 
finance corporations ({£9.9 millions, 
or 5 per cent); and both the hire- 
purchase finance companies (up {5.7 
millions to £33.9 millions) and the 
large personal and professional group 
(up slightly to £325.3 millions) con- 
tinued the revival shown in the 
previous quarter after more than a 
year of continuous decline. 

While the banks’ grip on advances 
in these and other sectors may be 
loosening somewhat, there have been 
indications in the past month that 
the Capital Issues Committee has 
used its new sanction to prevent the 
banks from undertaking a number 
of commitments of a capital nature, 
including some for the finance of 
oil tankers. 


China Trade Eased 


After a long period of discussion 
with the United States and other 
members of NATO, Britain an- 
nounced at the end of May that it 
would end the special restrictions 
on exports to China, aligning the 
embargoed list with that on exports 
of strategic items to the Soviet 
Union and the satellites. Goods 
that have been hitherto embargoed 
only to China and are thus freed 
include some machine tools and 
electric motors and generators, most 
motor vehicles and tractors, most 
railway locomotives, rolling stock 


and other railway equipment, most 
internal combustion engines, some 
scientific instruments, rubber and 
most tyres and various chemicals. 
Some orders for these items have 
already been received. 

The United States is maintaining 
its total embargo on trade with 
China—though pressure from ex- 
porters and other quarters for a 
relaxation seems to be growing. 
Most of the Continental countries 
have intimated that they intend to 
follow broadly the lead of the United 
Kingdom. 


Concession for HP Finance 


The boom in hire-purchase ac- 
tivity, which has been particularly 
marked in the motor trade, provoked 
the Board of Trade at the end of May 
to increase the minimum deposit on 
cars and light vans from one-fifth (to 
which it was temporarily reduced in 
December) to one-third. At the same 
time, a reduction from one-half to 
one-third was made in minimum 
deposits on machinery and heavy 
commercial vehicles. 

At a time when demands on their 
facilities are expanding, a valuable 
concession has been made to the 
finance houses by the Inland Re- 
venue. Hitherto, it seems, only the 
very few finance houses that have 
been accepted as banking institutions 
have been relieved from the obliga- 
tion of deducting tax at source from 
interest paid to depositors. For the 
general run of finance houses the 
Revenue has regarded deposits as 
part of capital, and consequently not 
eligible for the concession granted to 
banks and savings institutions. Now, 
apparently, it has agreed to permit 
payment of interest gross on deposits 
taken under arrangements terminat- 
ing in less than twelve months. 

The wider questions of the appro- 
priate degree of reliance of finance 
companies on deposits, and appro- 
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priate ratios of reserves and liquidity, 
have been the subject of long debate 
between the finance houses and the 
Government, and among the finance 
houses themselves, in connection 
with the proposed Government Bill. 
This was originally intended to be 
introduced in the current session: 
but successive drafts are believed to 
have each evoked strong opposition. 
It is to be hoped that the Govern- 
ment will produce its proposals in 
time for the next session. 


Banks’ Negotiating Machinery 


The round of salary increases in 
the banks made in the past few 
months has been of the order of 
6 per cent, with some small local 
variations and in the lower reaches 
some considerable excesses over the 
basic percentage increase: the new 
entrants can now get from £260 or 
so a year in the country and as much 
as £330 in London. But the in- 
creases have come _ unobtrusively. 
The headlines have gone rather to 
the political activities of the National 
Union of Bank Employees, which 
has for some time been carrying its 
campaign for recognition by the 
banks and for negotiation on a 
national basis into Parliament. For 
months past MPs have been can- 
vassed in their constituencies by 
local branches of the union, and this 
build-up culminated in a mass lobby 
on May 6 and questions to the 
Minister of Labour a month later. 

These representations have met 
with little success. The obstacle to 
agreement remains the _ division 
among the bank staff. Mr Macleod 
pointed out that while representatives 
of the Central Council of Bank Staff 
Associations and of the NUBE last 
year finally made a joint request to 
the Ministry of Labour to help to 
secure a meeting with the Com- 
mittee of London Clearing Bankers 
to consider the provision of national 


negotiating machinery, two staff 
associations had decided against 
national bargaining and a third is 
not a member of the Central Coun- 
cil. “Until a greater degree of 
unanimity has been developed 


.amongst the staff organizations, in- 


cluding the National Union of Bank 
Employees ”’, the Minister empha- 
sized, there is little he can do: he 
has no power to compel any em- 
ployer to recognize one employee 
association rather than another. 

Mr Macleod did, however, express 
guarded sympathy with at least a 
part of the Union’s point of view; 
and more than one commentator 
besides Mr Shinwell has remarked 
with interest that the Minister’s dis- 
tinguished predecessor is now to 
become chairman of the Midland 
Bank. The controversy between the 
Central Council and the Union about 
who wants and who does not want 
joint representation is becoming a 
rather tedious business, which only 
enthusiastic partisans on either side 
take very seriously. Other observers 
are noting that one of the Big Five, 
Barclays, has recognized the Union 
as well as its own staff association 
for many years, without any notice- 
able ill effects. 


IFC’s First Loan 


The International Finance Cor- 
poration has announced its first 
investment. ‘The corporation, it may 
be recalled, was set up last year to 
complement the activities of the 
World Bank—by lending to private 
rather than public institutions; in 
the field of manufacturing rather 
than utilities and primary develop- 
ment; in small rather than large 
amounts; with participation in profits 
rather than at fixed interest guaran- 
teed by governments; and always 
in close conjunction with private 
investors. The corporation’s main 
function is indeed to act as a catalyst 
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for private international investment. 

These features are illustrated in 
the first project. The corporation is 
investing $2 millions in Siemens do 
Brasil Companhia de Electricidade 
for expansion of its manufacturing 
facilities; the parent company, 
Siemens of West Germany, is pro- 
viding $84 millions. The IFC’s 
investment is in the form of 
notes bearing interest at 6 per cent 
and maturing in fifteen years, with 
amortization beginning at the end 
of the eleventh year. The notes are 
redeemable at par at any time, and 
an interest in the equity is obtained 
by a fifteen-year option on shares 
equivalent to the complete conver- 
sion of the notes based on the par 
value of the stock and on the 
cruzeiro at its present dollar value. 
IFC is debarred by its constitution 
from itself holding ordinary shares 
in its portfolio, but the option may 
be taken up for re-sale to private 
investors. By profitable operations 
of this kind IFC hopes that its 
capital of $92 millions subscribed 
by member Governments will be 
revolved to the maximum extent. 
Most of the serious propositions 
made to the corporation so far have 
been from firms in North America— 
and two projects in Canada and one 
in the United States are believed 
to be at an advanced stage. In an 
attempt to widen the interest, Mr 
Robert L. Garner, IFC’s president, 
recently made personal contact with 
bankers and industrialists in London 
and a number of centres on the 
Continent. 


Eastern Banks Merge 


The Chartered Bank, the largest 
and oldest of the Eastern exchange 
banks, is to make an offer to acquire 
the whole share capital of the Eastern 
Bank, the youngest and smallest of 
them. It is proposed to exchange £9 
of fully-paid stock of the Chartered 


Bank for every two shares of £10 
each ({5 paid) of the Eastern Bank; 
these terms are highly attractive, and 
seem certain to be accepted. The 
main attraction of the merger for 
the Chartered, with deposits of £175 
millions and branches mainly east of 
the Persian Gulf, is the scope offered 
for geographical expansion: the East- 
ern Bank, with deposits of £40 
millions, has an important network 
of branches in the Middle East. 
The move may be seen as the first 
major step in the re-orientation of 
the Chartered Bank’s activities in 
recognition of the new political forces 
in the Far East, and particularly 
China. That re-orientation was fore- 
shadowed in the bank’s shortened 
title and its revised charter, which 
discarded all limitations on the loca- 
tion of its activities. 

Another City merger announced 
last month was between two small 
firms of bullion dealers, Sharps and 
Wilkins and Pixley and Abell, who 
are forming a private unlimited 
company with directors from both 
firms. This follows the proposal 
earlier this year for the acquisition 
of Mocatta and Goldsmid by 
Hambros Bank. 


Gifts Inter Vivos 


Back in the ‘twenties X gave Y 
a race horse. X died thereafter, 
within the statutory period during 
which gifts are liable to estate duty. 
But the race horse died first, and 
the question fell to be whether the 
gift was liable to duty. ‘The Courts 
decided it was not; when X died 
the gift was no longer in existence. 

Upon that decision has been built 
in recent years a practice of tax 
avoidance which this year’s Finance 
Bill is designed to stop. ‘The “ dis- 
appearing trick” has been played 
primarily through gifts of short- 
dated stock, sometimes maturing 
within a few weeks, and promissory 
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notes paid off immediately after the 
gift has been made. By an extension 
of the same principle, that it is only 
the original gift, if it survives, that 
can be taxed (albeit at its value at 
the date of death) avoidance has 
also been effected through gifts of 
shares likely to be eligible for bonus 
issues: thus if 500 shares worth £10 
each at the date of the gift have 
become after a bonus issue 1,000 
shares worth £6 each, duty has been 
attracted to only 500 of the shares, 
at their reduced unit value. 

These loopholes are now to go. 
The cash for which a gift is sold or 
redeemed becomes the measure of a 
gift ater vivos for estate duty pur- 
poses; and if the gift is not sold 
or redeemed, what may be called 
“natural” accretions like bonus 
shares are deemed a part of the 
original gift—in the example above 
duty on the new basis will be on 
£6,000. The only survivor of this 
stricken field is the dead race horse. 
By the time X, the donor, dies, Y 1s 
truly no better off than he was 
before the gift—unless the horse 
was insured. In that case duty will 
be payable on the insurance money. 

These provisions would take effect 
at once, so that a gift made in the 


recent past would be assessed on the 
new basis if death occurred within 
the five year period. ‘This retro- 
spective element is being reviewed 
in the Committee stage. 


South Africa’s Money Market 


An encouraging start in its bid to 
establish a money market in South 
Africa is revealed in the first annual 
report of Union Acceptances, set up 
by the Anglo-American group im 
association with Barclays DCO; 
and in his penetrating accom- 
panying statement Sir Ernest Oppen- 
heimer, the chairman, points to the 
moves that he thinks necessary if 
the market is to become viable and 
flexible. At present, by London 
standards, Union Acceptances 1s 
performing the functions of not only 
a merchant bank—providing credit 
through acceptances and handling 
business in foreign exchange and 
new issues—but also of a discount 
house. A high proportion of the 
bills drawn on the company has been 
discounted by the local commercial 
banks, financial institutions and a 
number of commercial and industrial 
houses, so that an embryo money 
market is already in existence; but 
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there has been “ a marked tendency ”’ 
for investors to take the company’s 
acceptances against call loans rather 
than purchase its bills outright. 

Consequently, Sir Ernest points 
out, the balance sheet discloses a 
much higher proportion of call loans 
received and bills held—f2.8 mil- 
lions and {1.9 millions respectively, 
compared with 3.3 millions of 
acceptances—*“‘ than will be the case 
when a separate discount house 
exists to handle our acceptances in 
the market”. The company has 
been operating on the basis of a 
uniform discount rate of 32 per cent 
both for purchases and sales of its 
bills; but if the market expands it 
hopes to introduce a more flexible 
rate. Perhaps the most serious remain- 
ing limitation in the development of 
the Union’s money market is the 
lack of an adequate market in 
Treasury bills. 


A Bank’s Interim Profit 


Barclays Bank DCO has recently 
published an estimate of half-yearly 
profits, becoming the first United 
Kingdom bank to do so. The figure 
for the six months to end-March is 
£560,000, denoting a decline of just 
over 10 per cent below the rate 
achieved in the full year to end- 
September. This small setback may 
be attributable to the loss of the 
important Egyptian business, stated 
to have comprised deposits of over 
£38 millions in March, 1956. How- 
ever, much of that loss appears to 
have been made good elsewhere. 
Deposits at end-March were slightly 
up on the year, at £510 millions. 


Every Deposit not a New 
Contract 

The Court of Appeal in May 
gave a judgment of considerable 
significance for bankers and _ their 
customers on the decision of the 


High Court in Hart v_ Sangster 
(reported in The Banker of August 
last). Mr Sangster, it may be re- 
called, paid into his deposit account 
a cheque for {2 millions; and the 
inspector of taxes claimed that this 
deposit was a new source of income 
within section 30 of the Finance 
Act of 1926 or section 21 of the 
Finance Act of 1951, and was there- 
fore liable for additional tax. The 
Special Commissioners had found 
that the only source of income was 
the contractual relationship between 
the taxpayer and his bank, which 
was in essence unchanged by the 
new deposit; but Vaisey, J, allowed 
the inspector’s appeal, and on the 
basis that English law does not 
recognize a contract to make future 
contracts ruled that the new deposit 
(and by implication every fresh 
deposit in any kind of banking 
account) constituted a new contract, 
and was thus a new source of income. 

Quite apart from the question of 
law, this seemed oddly at variance 
with the accepted view of the banker- 
customer relationship. The con- 
fusion has now been cleared up by 
the Court of Appeal—Hart v Sang- 
ster [1957] 2 A11 ER 208. The Court 
dismissed the taxpayer’s appeal but 
on the grounds that the real source of 
income was not any kind of contract, 
but the money on which interest 
was paid; and on this view every 
fresh deposit, whether or not it is a 
new contract, is a new source of 
income. Lord Goddard expressly 
affirmed the accepted view of the 
relationship between banker and 
customer, as that of one continuing 
contract between debtor and 
creditor. 

‘There seems, moreover, no reason 
to fear that the Inland Revenue will 
seek to tax every new deposit as a 
new source of income: the Sangster 
case was exceptional, the amount of 
tax involved being close on £30,000. 
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Europe’s Problem 


Currencies 


N the next few weeks, even more than is customary at this time of year, 

finance ministers and central bankers will be turning their thoughts to 

wider questions of the exchanges. The European Payments Union, set 

up in 1950 for a period of two years, has been renewed for yet another 
year, throwing into relief the unbalance in Europe’s payments; and prepara- 
tions are now being made for the annual meeting of the International 
Monetary Fund due in Washington in September. This year, it is not 
sterling that is in the forefront of debate; Britain achieved a good recovery 
in its current payments in 1956, and the surplus must still be substantial. 
The major disequilibrium in world payments is the extreme credit balance 
of Germany and the extreme debit balance of France. 

Inevitably, it is the extreme deficit that is the more pressing, and France 
has reached the stage where action is unavoidable. One of the first steps 
taken by the new government of M. Bourgés-Maunoury last month was the 
suspension of trade liberalization. Even in France, it is generally recog- 
nized that, at best, the re-imposition of restrictions on imports can serve 
only as a short-lived palliative; and it is difficult to see how a true recovery 
can be achieved without adjustment of the exchange. Such adjustment 
would be both more efficacious and more palatable if it were flanked 
by an upward adjustment by Germany. The desirability of this combined 
operation seems likely to be a major theme of the IMF meeting. 

A satisfactory and early restoration to realism of Europe’s exchanges has 
in recent months assumed a special importance. Neither the under- 
valuation of the mark nor the over-valuation of the franc is a new pheno- 
menon: but both disparities have been accentuated in recent months—and 
both threaten to hamper the working of the free trade schemes about to be 
introduced. ‘There may still be delays and disappointments in the common 
market project, notably those deriving from the recent political unsettlement 
of France with the consequent loss of time in ratifying the common market 
treaty signed in Rome last March. It seems almost certain, however, that 
the common market will have been ratified in all the six countries and put 
into effect early in 1958 and that it will have been possible to associate with 
it in a free trade area Britain and other OEEC countries. 
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This great experiment, as was argued in these columns two months ago, 
should be begun with its members’ currencies in a reasonably balanced 
relationship, on the criterion of the avoidance of large and persistent external 
deficits or surpluses involving the flow of international reserves. Otherwise 
there will from the start be a tendency to have recourse to the escape clauses. 
Immediately, this makes it particularly important that France should take 
the necessary steps to restore liberalization of imports, as is apparently 
intended, by next year. 

A measure of the extent of the economic unbalance in Europe can be 
gained from the cumulative figures of operations in the European Payments 
Union. These show that between mid-1950 and end-May, 1957, the total 
surplus earned by Germany reached the equivalent of $3,228 millions; 
while the net cumulative deficit of France was the equivalent of $1,826 
millions. Germany has over this period received gold from the Union 
amounting to $2,154 millions and has outstanding credit with the Union of 
$853 millions—nearly three-quarters of the total credit granted in EPU. 
Germany is draining into its over-abundant reserve the liquidity of the 
most hard-pressed countries of Western Europe, and especially of France. 


SURPLUS OR DEFICIT IN EPU 


($ millions) 


Germany France United Kingdom 

1956 

October .. ” - + 101.4 — 78.4 — 36.5 

November a Fe +133.5 — 93.0 —65.9 

December oss “a + 9.2 - 2.0 —- 5.1 
1957 

January .. og ~ + 122.9 — 70.5 + 26.1 

February . . ne is +135.6 — $8.0 +22.1 

March... i - + 107.2 — 93.7 — 8.4 

April a a, zs + 123.2 —108.2 +45.9 

May 7 nd 7 +138.6 —- 78.9 —20.9 


Plainly, this trend cannot persist. France recently came within a few 
millions of the limit of its credit facilities in EPU; and the extension of a 
further $50 millions for the year from July 1 was brought forward for use 
at the June settlement. In a month or two the cupboard will again be bare. 

According to the rules of the IMF book, the ‘ fundamental disequi- 
librium ”’ in the payments balance of both France and Germany, as reflected 
above, permits the surgical operation of an amendment in parity. But there 
are disturbing indications that both countries are at present anxious to avoid 
such action. Nor do they seem resolved to effect changes of the necessary 
degree in domestic economic policy. 

The authorities in Germany have beer adamant in their refusal even to 
contemplate an upvaluation of the deutsche mark. They contend that the 
mark is not undervalued in relation to the dollar, pointing to the fact that 
the German payments accounts with the dollar area itself are still running 
at a deficit. "The Germans are not opposed to the principle of correcting 
large disparities in costs and prices by the appropriate adjustment of 
exchange parities, but they suggest that the onus of making such adjust- 
ments rests with the deficit countries, in particular France. Even those 
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Germans who are prepared to admit that they themselves have direct 
responsibility in the matter tend to disclaim any obligation to remedy it 
through measures that they consider out of line with existing internal 
policy. They suggest further that now that they are taking on a fuller 
share of the defence burden and are beginning to face the problems of full 
employment, they would be imprudent to prejudice their future balance of 
payments by upvaluing the mark in relation to all other currencies. 


What Germany Could Do 


This suggestion that all save they are out of step is closely connected to 
the somewhat more reasonable but equally unhelpful German attitude on 
domestic economic policy. The refusal to upvalue the mark does not 
connote, as logically it might, the acceptance of an expansionist and even 
mildly inflationary policy that would correct the prevailing disequilibrium 
by allowing German demand, costs and prices to rise. Here again, the 
German authorities argue “‘ let the others do their duty’. If those others 
slide into difficulty because of an inability to resist the wiles of inflation, 
why, say the Germans, should they be called upon to do likewise ? For a 
country that has seen its currency wiped out by inflation twice in the span 
of a generation this attitude should not be surprising. 

This wise caution, however, seems to the outside observer to be driven 
to unwise lengths. In a country that has been gaining gold and foreign 
exchange at the rate recently experienced by Germany—holdings of gold 
and dollars alone rose from under $650 millions at the end of 1952 to $2,300 
millions at the end of 1955 and have since soared to around $3,500 millions 
—it is paradoxical, to say the least, that the rates for commercial borrowing 
should range between 8 and 12 per cent. It is difficult to reconcile the 
German complaints of a capital famine with the massive and largely sterilized 
exchange reserve accumulated by the central bank. It should be possible to 
ease credit and capital without incurring the risk of runaway inflation. 

Nor do the Germans seem prepared to accept the principle of a com- 
pensatory fiscal policy through budgeting for a deficit at this period of 
chronic creditor status. ‘They contend that there is no case for deficit 
financing at a time when the German economy is booming and facing rising 
expenditure on defence. Yet both general observation and the comparative 
statistics of consumption suggest that average living standards are still below 
those of many other countries in Western Europe. There seems to be room 
for a substantial boost to consumption. 

The remedial measures that the German authorities have been prepared 
to consider and implement are those that conform to the liberal philosophies 
of men such as Dr Vocke and Dr Erhard—namely, further liberalization of 
imports, including those from dollar countries, and the virtual abolition of 
restrictions on payments between Germany and the rest of the world. In 
themselves, these enviable freeings have, of course, been in the right direction. 
Their immediate impact on the external balance, however, has made little 
impression, and by promoting a further reduction of relative German costs 
and easing any inflationary shortages of goods these direct measures have 
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actually strengthened underlying influences behind the surplus. German 
exports have continued to rise faster than imports. ‘This process itself and 
the advance of the mark towards what is virtually full convertibility have 
in turn increased the already strong domestic and international confidence 
in the currency—which on the whole has remained unshaken by the approach 
of the general election due in the Federal Republic in September. ‘There is 
probably as big a bull account in marks as there is a bear account in the franc 
and in sterling. Revaluation would greatly help to reduce it—without any of 
the dreaded inflationary influences. 

What else can Germany do to remedy a situation that the more far- 
sighted of its own authorities must know will ultimately redound to its 
disadvantage? Prepayment of debts is a useful but essentially ephemeral 
expedient. A potentially large and lasting outlet for Germany’s surplus is, 
of course, increased external investment. The history of German foreign 
investment does not, admittedly, provide the most hopeful of precedents. 
The Germans have not always been good international creditors. ‘They have 
in recent years concentrated their efforts in South America, mainly in 
Brazil, but also (and in the event with some subsequent embarrassment) in 
Peron’s Argentina. Now their interest is being widened—to India, the 
Middle East, but above all perhaps to the countries of the common market 
and their colonial territories. Aside from the $300 millions to be subscribed 
to the European investment fund, Germany has agreed to make available 
$200 millions for the five-year fund for investment in the overseas territories. 
France and other continental colonial powers now recognize that they cannot 
do without German money. In particular, substantial German participations 
are being considered in such ventures as the Sahara oil projects. 

Looking into the indeterminable future, it may be that Germany’s ten- 
dency to accumulate surpluses in its external payments will sharply decelerate 
or even disappear when the reunification of Germany becomes an accom- 
plished fact. On that great and eagerly awaited day, West Germany will be 
burdened economically with a very severe strain on its resources. Meanwhile, 
however, the German surplus shows no sign of diminishing. 


What France Must Do 


A chronic deficit cannot be maintained as persistently as a chronic surplus; 
and the French problem can be dismissed rather more summarily. The 
French authorities themselves are on occasion prepared to admit, at least 
indirectly, that their currency has pretensions above its true value and is 
worth less than the present parity. Indeed, they made much use of this 
argument in extracting from their common market partners all kinds of 
concessions intended to allow for the fact that French prices are not com- 
petitive. The French argument seems to be that all that is necessary in the 
matter of exchange parities will be done in due time—but that this is 
decidedly not the time. It is maintained that present difficulties are due in 
large part to temporary factors—the campaign in North Africa, last year’s 
deplorable harvest, and the big increase in imports in response to the 
remarkable spurt in industrial investment. 
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Unfortunately it is not easy to be confident that these influences are 
temporary ones. ‘The new premier is known to be in favour of a strong 
policy in Algeria, and the campaigns look like stretching on for a long time 
ahead. Any temptation on the part of the French to abandon their stake 
in the country will be strongly fought to the last by the large number of 
Frenchmen settled in Algeria; and it has become less acceptable than ever 
to many Frenchmen because of the recent discoveries of oil in the Sahara. 
These could be another Saharan mirage, but it is a mirage that has seized 
the imagination and hopes of all France and in the defence of which a great 
deal of money and blood may yet have to be spent. Of the other influences 
in the deficit, the French harvest of 1956 was admittedly unusually unfavour- 
able, and should be followed this year by good crops. But the increase in 
imports of raw materials and fuel appeared to be associated with France’s 
long-run progress towards industrial expansion. ‘The capital programme 
is still humming, but this is the sector of the economy on which the depletion 
of reserves may have its most rapid impact. If the capital goods cannot be 
paid for or obtained on credit, the pace will have to be reduced. 

So far the measures taken by the new Government are unfortunately in 
keeping with the “ special factors ’’ reading of the crisis. ‘The Government 
has submitted to Parliament proposals to raise an additional £150 millions 
in taxes; but these seem likely to be followed by substantial increases in 
wages, and then prices. A drawing has already been made on the gold reserve 
of the Bank of France. Hopes of a new foreign credit, from private institu- 
tions in New York, or through EPU, have so far not been fulfilled; and there 
seems little chance that the International Monetary Fund can be persuaded 
to release the second 50 per cent ($2624 millions) of France’s quota, at least 
before France can point to action to right its underlying malady. Finally, 
little scope can be left in the recent expedient of drawing in the working 
balances in foreign exchange held by the commercial banks. 

Given the refusal to devalue, the recent recourse to physical controls was 
inevitable—though not the less unfortunate for that. ‘The possibility of the 
reserves reaching danger level has been apparent for many months; and it 
is regrettable that France did not in 1956 impose restraints on its over- 
spilling boom through tighter credit or more rigorous taxation. Now, the 
import cuts will inevitably take some time to have effect; and meanwhile 
the drain on reserves and the speculation against the franc continue. 

It is true, as always, that a devaluation of the franc, other things being 
unchanged, would serve as no more than a temporary shot in the arm, 
whose beneficial effects would quickly wear off—just as an upvaluation of 
the mark, other things remaining unchanged, might not prevent a re- 
emergence of a chronic German surplus. The need is for adjustment of 
the exchanges accompanied by the appropriate correctives through domestic 
measures. The impending season of international debate will be wasted if 
some very frank talking on these subjects is not exchanged. Britain’s counsel 
on many matters in this sphere is open to the rejoinder of tu quoque; but it 
can claim in recent years a fair record and example of adjusting domestic 
policy to the needs and possibilities of the exchange. 
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The wholly unexpected change of 
government in Canada last month 
brought a sudden question mark over 
many aspects of its booming economy. 
In particular, Mr. Dtiefenbaker and his 
party have in the past been critical of 
tight money, the level of taxation, the 


Canada’s Economy Now 





heavy reliance on external capital and 
the associated huge trade deficit. In 
this comprehensive survey, Mr E. P. 
Neufeld, of the University of Toronto, 
explains how important these restraints 
and reltefs have been in keeping Canada’s 
expansion within due bounds.—£EDITOR. 





By E. P. NEUFELD 


HE Canadian economy is now well into its third year of what 
can only be described as economic expansion at a hectic pace. 
A complex and slightly bewildering pattern of domestic and foreign 
economic influences has induced the economy to expand at a rate 
of 11 per cent in money terms during both 1955 and 1956, whereas a real 
increase of 4 or 5 per cent would probably be regarded as entirely satisfactory. 
In fact almost one-half of the 1956 increase in national! product was accounted 
for by higher prices. ‘The presence and not merely the threat of inflation 
has over the past year demanded a continuation and intensification of the 
anti-inflationary policy which began somewhat tardily in the summer of 
1955. Official aversion to direct controls and the proved inflexibility of 
fiscal policy in response to swiftly changing Canadian economic trends have 
left no choice but for monetary controls to play the lead in that policy. 
Canada’s boom is the healthier for the fact that it has taken place in face of, 
and not in default of, fairly realistic interest rates and monetary restraint. 
This combination of strong inflationary pressures and reliance on monetary 
policy has led, perhaps inevitably, to sustained and critical public comment 
on that policy. It is being wondered whether interest rates have not gone 
too high, whether the impact of monetary policy is too uneven, and whether 
monetary policy in itself is sufficient. The central bank has expressed its 
own misgivings over the present state of monetary controls, to the point 
of recommending some far-reaching changes intended to make them more 
effective. And closely interlocked in the mechanism of the great boom, in 
a manner not always appreciated even in financial circles, there is the 
record foreign trade deficit and, paradoxically, the highest premium on the 
Canadian dollar in about twenty-four years. 
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It is intended in this article to outline the nature of Canada’s boom and 
the accompanying inflation, to analyse the policy used to control it, and to 
discuss the nature and implications of the trade deficit which has followed 
it so closely. 

The main driving force behind current economic expansion is clearly 
brought out in Table I, which shows the percentage changes in the various 
components of gross national expenditure in 1955 and 1956. Non- 
residential construction and investment in machinery and equipment, which 
increased by 11 per cent and 6 per cent respectively in 1955, increased in 
1956 by 38 per cent and 29 per cent. This investment boom was expected 
ever since the survey of investment intentions in early 1956. 

The impact of this super-optrmism in business investment is recorded in 
Table II. The annual rate of gross national product adjusted for seasonal 
influences continued to rise at a high rate throughout 1956; personal dis- 
posable income rose just as steadily, making possible the growth in personal 
expenditures already noted in Table I. ‘The index of industrial production 


TABLE | 
SOURCES OF CANADA’S BOOM 


Per cent Changes on 


Expenditures at Current Prices Previous Year 

1955 1956 
Personal expenditures - § + § 
Government expenditures 7 +10 
Residential construction . . ee i + 27 + § 
Non-residential construction... in +11 + 38 
Machinery and equipment - 6 +29 
Exports +12 ~10 
Imports -15 + 20 
Gross national expenditure Ks “ + 11 ~11 


rose quarter by quarter in 1956 and for the year stood at 284.4 (1935-39 

100), compared with 265.8 in 1955. High consumer sales and the threat 
of inflation combined to encourage a build-up of business inventories, the 
rise of $742 millions in 1956 being more than double the increase of 1955. 
But inventories still do not appear obviously excessive at current levels of 
sales. The buoyant levels of production have led, too, to the inevitable 
labour shortage; and by the third quarter of 1956 unemployment stood at 
only 1.7 per cent, which in Canada is nearing over-full employment. 

All this has had its effect on prices. As Table II shows, the average 
index of wholesale prices rose from 218.9 to 225.6, or by 3.1 per cent, and 
the consumer price index (1949=100) rose from 116.4—virtually the same 
as its level in 1952—to 118.1 and is currently increasing at a rate of over 
3 per centa year. ‘The sharpest increases have been in prices of construction 
materials and machinery and equipment. But perhaps the most striking 
reflection of the shortage of domestic goods in relation to demand, and 
specifically investment demand, was the upsurge in the current deficit in 
external transactions to $1,398 millions in 1956, compared with $692 
millions and $432 millions respectively in the two previous years. 


431 


tery et oe tre ere cee tree ee 














Before discussing the steps taken to control this surge of economic 
expansion it 1s worth noting that much of the inflation was and is being 
generated internally; it has not resulted primarily from external sources. 
Certainly foreign participation in investment increased sharply, as did 
foreign prices; but against the former must be set the huge increase in the 
supply of unrequited goods reflected in the trade deficit, and against the 
latter the rise in the Canadian dollar, of at least 4 per cent over the year. 
It seems highly unlikely that the same cushion against inflation can be 
obtained from further increases in the trade deficit and the dollar premium 
this year. 

Nor are there more than a few isolated indications that inflationary 
pressures are subsiding. It is true that unemployment has increased more 





TABLE II 
IMPACT OF THE BOOM 
CHANGES IN 

Corpora- 1 
Gross Dis- Business tion Industrial Unem- Whole- Con- 
National __ posable Inven- _‘— Profits Produc- ployed sale sumer 
Product Incomes tories Before | tion Labour Prices Prices 
Taxes | (1935-39 (1935-39 (1949 
(Million Can $) _  ==100) (%) = 100) = 100) 
1955 +- 2580 +1438 +319 +482 | 265.8 4.3 218.9 116.4 
1956 + 2950 +-1776 +- 742 +368 | 24.4 3.2 225.6 118.1 

1955 | 
I i §$32* + 432* +. 276* +168* | 255.0 a5 216.8 116.3 
II + $92 + 636 — 16 +300 | 263.0 4.2 218.3 116.1 
III + 772 + Q2 + 528 + 300 | 270.0 2.4 219.7 116.4 
IV + 516 t+ 332 +488 +180 | 278.0 3.0 220.7 116.9 

1956 | 
] + 764 620 +992 —-120 (| 274.0 5.4 222.5 116.5 
II + §72 + 476 +856 + 104 278.0 aa 225.5 117.0 
II] + 708 + 448 +- 396 +108 | 287.0 1.7 227.0 118.9 
IV + 728 + 484 +724 — 32 292.0 2.4 227.2 120.2 

1957 | 
| —50 + 128 + 560 n.a. | 292.0 5.7 228 .7 120.5 


* Changes on preceding quarters, seasonally adjusted. 


than seasonally lately, but this may reflect in part the effects of record 
immigration. Consumer prices rose to 121.1 in May, and corporation 
profits, while levelling off in late 1956, still seem satisfactory. The Govern- 
ment survey of investment intentions published in February indicated a con- 
tinuing high rate of investment, though based rather more than formerly 
on the completion of projects in ‘progress, and concluded that “. . . it seems 
unlikely that in general physical factors will prevent the accomplishment of 
an investment programme of the size indicated by the survey”. The 
late Minister of Finance suggested in the March budget that inflationary 
pressures ‘‘. . . may begin to moderate during the coming year’’. How- 
ever, in the first five months of this year construction contracts awarded 
ran higher than last year for the business and industrial sectors and only 
slightly lower for the engineering sector; only housing dropped sharply, 
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itself a result in part of monetary policy. Certainly at this stage there is 
no important evidence that inflation ceases to be a threat, or alternatively 
that the few signs of a slackening in the pace of the economy are anything 
other than desirable from the viewpoint of maintaining economic stability. 
Monetary policy aimed at controlling the boom has consisted very largely 
of tight control over the level of deposits. This, in the face of a continuing 
demand for credit of all kinds, has led to a squeeze on the liquidity of the 
chartered banks and io ever higher interest rates. ‘These trends are out- 
lined in Tables II] and IV. In 1956, the banks reduced their holdings of 
Government securities (including Treasury bills) by $644 millions and 
used the proceeds to expand their loans and other non-liquid assets; these 
rose by $649 millions. As these figures suggest, the level of deposits 
changed very little on balance over the year, although the velocity of circu- 
lation rose by perhaps 6-10 per cent. ‘The ratio of non-liquid assets (which 
excludes all Government securities) to deposits stood at 65.4 per cent in 
May of this year, compared with 51.3 per cent at the end of 1955, and began 
to resemble the extraordinarily low ratio of the 1920s. This strain on 
liquidity, together with the persistently tight cash position, finally forced 


TABLE Il! 
SQUEEZE ON CHARTERED BANKS’ LIQUIDITY 


($ millions, except for italicized figures showing percentages of deposits) 


Change Non- NHA Total 

in Year Cash and Government Govt Loans Mort- Non-Liquid 

Ending Day Loans Securities Securities gages Assets 
1954 . —-29 8.9 +553 34.2 24 — 10 + 74 - $88 $1.3 
1955 - -62 8.5 —254 28.2 + 228 +. 794 + 220 +1242 57.2 
1956 = 35 8.6 -644 21.6 58 + 508 +199 + 649 61.4 
1957 
Total 
at May 29. 1,004) 9.5 asee 6S 937 5,483 510 6,930 65.4 


loans to level out after mid-1956 and precluded any appreciable further 
expansion except on the basis of new cash supplied by the Bank of Canada. 
However, the switching out of securities into loans which had already 
occurred seems to have worried the Bank of Canada, as is noted below. 

Since November last the official Bank rate has been tied to the weekly 
average rate at the Treasury bill tender, at } per cent above it, and has 
thus lost its significance as an indicator of monetary intentions. ‘The 
chartered banks’ prime loan rate is now 54 per cent, compared with 43 per 
cent two years ago, while general loans are at the legal ceiling of 6 per cent. 
Government-guaranteed mortgages yield 6 per cent as compared with 5 per 
cent, and conventional mortgages are now not made at less than 6? per 
cent, and frequently at higher rates. ‘Thus the task of controlling the 
money supply has not been impeded decisively by any effort to keep interest 
rates low, as was so often the case in earlier post-war years; although the 
Governor of the Bank of Canada did indicate in his annual report that 
attempts to offset increased velocity were limited by the fact that interest 
rates had risen about as far as was tolerable. 
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Nor has monetary policy been frustrated by fiscal policy. ‘The estimated 
budget surplus for the fiscal year ended March 31, 1957, amounted to $282 
millions, compared with a deficit of $33 millions in the preceding year. 
What is more, the Minister budgeted for a further surplus in the current 
fiscal year, pointing out, somewhat courageously before the election, that 
‘“much as I would like to do so, I cannot recommend to this House any 
major reductions in the general level of taxation”’. Even debt management 
has assisted monetary policy in a modest way. ‘The budget surplus has 
permitted the authorities to keep some order in the bond market without 
monetary expansion during periods when market sales of Government bonds 
were heavy. Also last August the Government floated a $250 millions 
33 per cent 1998 issue, which went in the right direction in absorbing long- 
term funds and thus checking demand for capital goods. In November a 
new short-term issue tended to draw funds from the market in commercial 
paper, a sector which was expanding very rapidly. 


TABLE IV 
CANADIAN AND US INTEREST RATES 
MEDIUM-TERM LONG-TERM 
TREASURY BILLS GOVERNMENT BONDS GOVERNMENT BONDS 
Canada US Spread* Canada US Spread* Canada US _ Spread* 
Per cent 
1954 — £4 Ce 0.50 Ff. - ae o 0.54 3.40 £2.63 0.58 
1955 
[ 1.03 1.36 -0.3 2.88 2.72 -0.16 3.18 2.84 0.3 
I] fae 68S -(0.19 2.88 2.77 +-().11 3.17 2.87 0.30 
II 1.65 1.98 ~0.33 3.04 2.90 0.14 3.25 £2.97 0.28 
IV 2.45 2.46 ~0.01 3.28 2.86 + 0.42 3.36 2.92 0.44 
1956 
I 2.58 2.28 +0. 30 3.31 2.87 0.44 3.03 2.93 0.42 
[I 2.71 2.63 - 0.08 3.47 2.95 + 0.52 3.49 3.03 - 0.46 
IT 90 42.45 +0.19 a ae 0. 61 3.68 3.20 0.48 
IV 3.51 3.09 +-O.42 3.96 3.34 -O.62 ce Be 0.52 
1957 
April... 3.75 3.05 0.70 4.35 3.33 + 1.02 3.96 3.41 + 0.55 


* Plus sign indicates Canadian yields above US yields. 


But the determined use of monetary policy in combating inflation has 
itself led to public criticism and doubts over the efficacy of that policy 
—not least from the new Government party. Most sustained criticism has 
been of the uneven impact of monetary policy. It is said that housing, the 
municipalities, and perhaps small businesses are not receiving their proper 
share of the scarce capital resources because they are particularly affected 
by tight money. ‘There is some truth in this, although certain pressure 
groups seem to be confusing saturated demand with credit stringency. 

Housing has certainly given way to other construction in recent months, 
as even the yearly figures in Table I indicate. Housing starts in the first 
three months of this year totalled only 7,800, whereas over the same months 
last year they reached 14,500 and in 1955 13,500. Contracts for residential 
construction in the first five months of this year were down by 45 per cent. 
Undoubtedly important, although certainly not exclusively so, in this 
decline has been the sharp reduction in the chartered banks’ participation 
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in housing finance provoked by their tight cash position. ‘The holdings of 
insured mortgages increased by only $15 millions in the first quarter of this 
year, whilst in the first quarter of 1956 they increased by $51 millions. 
Since the extraordinary increase in housing construction in 1955 and 1956, 
far exceeding family formation, resulted in a substantial stock of unsold 
units, part of the cut-back is probably desirable. But the Government and 
the Bank of Canada apparently feared that this was going too far, for several 
months ago the Bank of Canada persuaded the chartered banks to agree to 
increase their mortgage holdings by $150 millions this year, and assured 
them sufficient new funds to meet this target. 

Much more difficult is the position of the municipalities. Figures of 
new issues show that whereas the provinces have maintained their proportion 
of the growing volume of funds raised on the capital market, the share of 
the municipalities has dropped sharply. Yields offered by municipal 
bonds seem to have risen at very much the same rate as provincial yields, 
and yields on good corporation bonds to have lagged behind. ‘The main 
explanation of the swing to industrials seems to be the versatility of corporate 
financing, with its ability to provide investors with hedges against inflation; 
many municipalities, by contrast, are subject to legal restrictions on the 
type of securities they may offer. As in housing, a temporary distortion in 
this sector of the capital market is of little concern; the awkward question 
is what will happen if inflation and tight money are with us for some time. 
Continued acceptance of monetary policy may then depend on remedies 
being found for these distortions. 

Besides expressing concern over the reduced chartered bank financing of 
housing, the Bank of Canada also saw as a flaw in its controls the extent to 
which the banks sold Government securities and increased loans. Pre- 
sumably, this view rests on the assumption that the process is inflationary 
(even though it does not directly increase the money supply) and tends to 
disrupt the bond market. ‘These were some of the important factors that 
led the Bank of Canada to put forward for discussion among the chartered 
banks a proposal that they should in future apply the not inconsiderable 
increase in personal savings deposits to long-term Government and non- 
Government securities, and to housing mortgages. 

The various and complex aspects and implications of such a division of 
the savings and commercial banking departments can be only barely sum- 
marized here. ‘There was the suspicion that the authorities would thereby 
gain some considerable control over capital distribution, a suspicion that was 
not dispelled by the ready support the proposals received from the CCF 
(Socialist) party. Nor was it forgotten that the first and secondary reserve 
ratios of 15 per cent had been introduced by moral suasion; so there arose 
questions of where the bounds of moral suasion should properly be set. 
And finally the contribution that the proposals would make to monetary 
policy was itself not clear. They seemed to suffer, in particular, from a 
serious weakness in the logic of official policy—the assumption that char- 
tered bank purchases of securities are less inflationary than increased loans. 
for all these reasons the proposals drew sharp, even bitter comment from 
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sections of the press as well as from banking sources. The Minister of 
Finance finally stated that he would not recommend them to the Cabinet. 
Members of the present Government opposed the scheme at the time. 
The Bank of Canada seems to view as a further defect in its controls the 
fact that consumer credit is to a large extent beyond its influence. Estimates 
of such credit outstanding suggested an increase of $287 millions in 1956 
to a total of some $2,469 millions; and the increase showed no signs of 
halting when bank loans themselves began to level off. ‘The chartered banks, 
after discussions with the Bank of Canada, placed something in the nature 
of a ceiling on their loans to instalment finance companies, but the Bank 
of Canada failed in its attempt to persuade the companies themselves to 


TABLE V 
CANADA’S CURRENT ACCOUNT DEFICIT AND ITS FINANCE 
(Millions of dollars) 











1954 1955 1956 1954 1955 1956 
Calendar year Fourth quarter 
Visible trade (net) .. ia ee + 13 — 208 — 734 t 78 —118 — 165 
Invisibles (net) ed 1 .. —445 — 484 — 664 — 158 — 137 — 210 
Balance on current account .. —432 —692 -1398 — 80 — 255 — 375 
Financed by 
Direct investment in Canada .. +423 + 410 + 525 + 124 +111 +150 
Direct investment abroad .. ie ee — 67 — 100 —- 22 — 38 — 20 
Net receipts from trade in existing 
Canadian securities a ba + 63 —- 17 + 208 + 18 + 28 + 16 
Net new issues abroad as es +128 - 18 + 541 — 29 - 7 +179 
‘Transactions in foreign securities... — 2 —~ 15 + 14 —- § — 14 + 19 
Official loan repayments... .. + 72 +- 69 + 69 + 34 + 35 +- 34 
Foreign holdings in Canadian dollars -+ 34 + §9 — 24 | 28 + 14 5 
Official reserves (inflow minus, out- 
flow plus) .. - ss .. —124 + 44 —- 33 | — 45 + 36 —- 27 
Other capital movements .. .. - §9 +197 + 198 — 23 + 90 t+ 19 
Net capital account + 432 +692 +1398 + 80 +255 +375 


check their extension of retail credit. Many private observers still strongly 
oppose any idea of putting discriminatory controls over this particular form 
of credit. 

Thus the movement toward an effective monetary policy has not been 
achieved without strains on various sectors of the economy and on monetary 
controls themselves. That policy is not perfect. There is little doubt that 
the investment programme is basically sound, but there appears to be a 
need to remedy market rigidities which now misallocate funds. This may 
well call for some measures aimed specifically at damping down the rate 
of business investment. As it is, business intentions do not yet seem to 
reflect the belief that inflation can and will be eliminated. On the other 
hand, excess bank liquidity has now virtually disappeared, and money 
velocity has taken its big jump, so the monetary authorities are much more 
powerfully placed to hold the line. The change of government, however, 
has injected an element of uncertainty into the future course of policy. 

Inextricably involved in the economic expansion and the accompanying 
policy of dear money is the trend toward an ever-increasing and record trade 
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deficit—a deficit which even in relation to current receipts is comparable 
only to that of the late 1920s and earlier periods of extraordinary expansion. 
A measure of the absolute size of last year’s trade deficit and an indication 
of the way it was financed is given in Table V. This shows plainly that 
the increase in the deficit was financed primarily by two very large new 
sources of foreign capital: the inflow of $541 millions from net Canadian 
issues abroad and of $208 millions from foreign trading in Canadian securities. 

The growing disparity until recent weeks between Canadian and United 
States interest rates resulting from Canada’s tighter money has made it 
attractive for Canadian provinces especially, but municipalities and corpora- 
tions as well, to go increasingly to the United States market for funds. At 
the same time overseas countries, including the United Kingdom, showed 
renewed interest in Canadian equities and bonds in 1956—dquite especially 
after the onset of the Suez fears. With direct investment in Canada at a 
new peak of $525 millions the incoming funds more than covered the current 
deficit, adding $33 millions to the reserves and forcing the Canadian dollar 
from almost no premium to one of about 4 per cent. 

The easy flow of foreign funds did not cause Canadians to go on a spree 
of importing consumer goods. Of the increase of $710 millions in com- 
modity imports during 1956, three-quarters was accounted for by industrial 
materials and investment goods, and less than one-fifth by consumer goods; 
in 1955, about 30 per cent of the increment in imports was of consumer 
goods. It is clear that the external capital funds themselves went directly 
in support of the boom in Canadian capital formation, thereby increasing 
the economy’s capacity to export and compete with imports. 

For this reason it is not clear why, in an economic sense, the current 
state of the Canadian balance of international payments constitutes a threat 
to the soundness of the Canadian economy, as has been suggested periodically 
in various circles. Certainly a decline in capital inflows would bring a 
readjustment of the exchange rate and an increase in import prices, but the 
conditions surrounding such a decline would also bring a sharp fall in 
imports of capital goods, which are helping to contain as well as sustain 
the investment boom. It appears that with the floating exchange rate and 
the completely free international movement of funds in and out of the 
country, as well as the continuing confidence in the long-term attractiveness 
of investment opportunities in Canada, the Canadian foreign account is 
capable of major swings and adjustments without major domestic dis- 
ruptions. Besides, tight money should itself cause a levelling off in imports. 

It therefore seems to this writer that the trade deficit should not neces- 
sarily be viewed as an additional burden on the economy, political con- 
siderations apart, but rather as a vital force which helps fill the gap between 
demand and supply, especially from the time that monetary and fiscal policy 
first begin to react to the economic upswing to when they finally begin to 
be effective. It may be hoped that preconceived notions of ‘‘ appropriate ”’ 
interest rates and exchange rates and desire for tax reduction will not now 
deter the authorities from pursuing their attack on the core of the problem 
of inflation in the form of excess domestic spending. 
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Confessions of a 
Reflationist 


I—THE INHERITANCE FROM STAGNATION 
By NORMAN MACRAE 


HE central aim of budgetary and monetary policy, as I see it, 
should be to allow demand to increase by as much each year as 
production potentially could—but not by one penny more. ‘This 
is the policy which seems to me to have been worked successfully 
during Mr Butler’s halcyon years of Chancellorship in 1953 and 1954. 
I argued last month that the policy was also in fact working reasonably well 
in 1955, and that the sudden abandonment of it then was due to a misreading 
of the available economic statistics (and to some odd political factors), not 
to a “ balance of payments crisis’’. But the question that may well be of 
greater interest to most people is not this controversial one of whether the 
policies of 1953-54 could perfectly well have been continued even at the 
end of 1955 and throughout 1956. ‘The question is whether they should 
be returned to now. 
To some extent, some people will say that we are returning to them. 
I myself would agree that Britain is probably in what I would call a 
queer twilight period. Mr Thorneycroft has not restimulated demand in 
his recent budget as many reflationists would have liked him to have done. 
But he has accepted certain temporarily reflationary factors as he has found 
them: an increase in consumption (largely because we are now on the 
upswing of the hire-purchase cycle) and in exports could be the main 
factors in causing demand and production to rise by some £500 millions 
in terms of constant prices this financial year. ‘That is rather over half 
the increase that I believe we could safely have aimed at if we had had 
a budget based on a proper assessment of demand and potential supply. 
It could be an even smaller proportion of the increase we should be aiming 
at in the last part of the financial year, especially if sales of consumer 
durables check (as they well could check) at about the time that higher 
rents cut back consumer spending power next winter—and if investment 
should by then be flagging (which I agree now looks less likely). 
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But we shall see what we shall see. The object of this article is not to 
make prophecies about the trend of demand, but to discuss certain emotional 
inheritances from the period of stagnation which could affect the course of 
Government policy as that trend emerges. My fear is that if expansion 
does get under way again the present Government’s tendency may be to 
check it too early, and that if expansion does not get under way the tendency 
may continue to be to stimulate it too late. I had better say straight away 
that I do not accept the view that Britain cannot return to the expansionary 
policies of 1953-54 because “‘ conditions are more difficult now’’. Com- 
pared with the most enthusiastic days of the Butler boom the terms of 
trade are now slightly better for Britain, the volume of world trade is higher, 
and Britain’s capacity for expanding production (thanks largely to the new 
investment that was stimulated during the Butler period) is greater. If, 
therefore, in 1953-54 everybody seemed very happy with a policy that 
aimed at maximum production together with a balance in our external 
payments, while in 1957 the Government prefers to keep demand con- 
siderably below the level needed to stimulate maximum production, even 
though no balance of payments deficit has reappeared, this must be because 
certain things which were not considered to be necessary or desirable in 
1953-54 are considered to be necessary or desirable now. ‘There are, I 
think, three of these things. I now want to tilt a lance at each in turn. 


The £300 Millions Surplus Argument 


The first of them is the argument that Britain now needs to aim, not 
only at a balance in its external payments, but at a large surplus—in order 
to keep up our investment abroad. ‘This, of course, is not entirely a new 
argument. Mr Butler used to talk (under the influence of the same advisers 
who have gained in predominance now) of the desirability of securing a 
surplus of £300 millions a year in our overseas payments, but he never in 
fact tried to make his internal financial policy revolve around this objective. 
Since 1955 the argument has gained support. Has it also gained in logic ? 

There seems to me to be a danger in the prevalent belief of some British 
financial commentators (and of the present dominant school of British 
policy-makers) that any money saved for devotion to overseas investment is 
necessarily good and any money spent at home on investment (or even on 
some things that are called consumption) is necessarily less good. ‘The 
yardstick should not be whether investment flees from or to any particular 
flag: it should be that investible funds ought to go where the marginal 
productivity of capital is highest. I would say myself that the trend at this 
stage of the twentieth century is for the marginal productivity of capital— 
and therefore the scope for profitable investment—to grow more swiftly in 
developed countries (such as Britain) than in the less developed lands 
(where most of our overseas investment takes place). This may be unwel- 
come humanitarianly speaking. It may be very awkward internationally 
politically speaking, although of that I am not sure. But let us keep our 
discussion to the sphere of “‘ economically speaking’”’. ‘There is fairly 
strong evidence that the world is now at a stage of burgeoning scientific 
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innovation, where great new prospects are opening up before the com- 
paratively few countries (Britain among them) which have a sufficient 
inculcation of mechanical know-how among their skilled working population. 
Generally speaking, labour-intensive industries are cheaper to run in coun- 
tries like India, and capital-intensive industries in countries like Britain. At 
periods of great scientific innovation, new opportunities are suddenly opened 
up for capital-intensive industries; I believe that, if we stick simply to 
economic rather than humanitarian considerations, Britain is one of the 
most profitable sorts of developing country now. 

My fear is that certain historical pressures could influence us towards 
neglecting this opportunity. Britain’s tradition of being a great overseas 
lender, born during the second stage of the old industrial revolution, could 
be a menace rather than an advantage in the altered circumstances of the 
first stage of the new scientific revolution. Some of the recent statements 
from the Treasury about our need to recapture our old position as long-term 
overseas investors sometimes raise for me a nightmare vision of John Bull 
leaning down to tell his son to be a bank clerk rather than a technologist, 
because his grandfather always considered the former job to be more respect- 
able. As an ambitious parent, and despite my due share of an Englishman’s 
usual inclination for white collar employment, I would not myself give that 
advice to my own son in this modern world. Similarly, I think that the 
prime aim of an ambitious Britain should be to get among the first nations 
in the field of applying the fruits of the scientific revolution in our industries 
—that in this second half of the twentieth century, we will do better to 
have a bias, at the margin, in favour of extended home investment rather 
than of too greatly extended overseas investment. 

The aim of British Chancellors each year should perhaps not be “ the 
largest balance of payments surplus we can get’, so much as “ the smallest 
balance of payments surplus with which we can get away’”’. Of course, 
with the reserves at their present low level, there may not be a huge prac- 
tical difference between these objectives; but there is surely an important 
difference of emphasis. Certainly if one assumes that last year’s stagnation 
was a necessary pre-requisite for last year’s balance of payments surplus— 
which I myself do not—then the situation 1s rather alarming. For the 
conventional line of argument would suggest that we must give up some 
£750 millions of annual production we otherwise could have had, in order 
to secure a balance of payments surplus of one-third of that amount, in 
order to lend part of it to countries where the marginal productivity of 
capital seems to be only a fraction of what it is here. 


The Redeployment of Resources Argument 


I hope I have not put this argument against the “‘ £300 millions surplus ”’ 
school too strongly; the reflationist’s difference is an important one of 
emphasis rather than a basic one of aims. The same applies to disagree- 
ment with the second main new argument which has grown up since 1955 
among the anti-maximum-production school. This is the argument that 
it is no good having maximum production unless it is production of the 
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right things. “‘ If your new production 1s all production of lampshades or 
bicycle spokes ’’, they say, “it will be useless’. Now there is, of course, 
a basic misconception in this simplest form of their argument. What the 
reflationist wants is a stimulation of purchasing power in the pockets of the 
people (or of industry) to the point where effective internal demand is equal 
to (but not a penny above) potential internal supply. If people with more 
money in their pockets did not choose to buy more lampshades and bicycle 
spokes, then these would not be the extra things produced (and, if by any 
remote contingency people did make these peculiar choices, then do not 
let us be so arrogantly bureaucratic as to say they ought not to). But the 
more sophisticated form of the argument is that in these last two years of 
stagnation, a healthy impulse has been provided for a movement of labour 
out of plainly “‘ wrong ”’ places to plainly “ right’ ones. The movement 
has been helped, it is said, by the reinforcement of general disinflation with 
hire-purchase controls and other measures “ on the fringe of planning ”’. 

Britain’s experience since 1955 needs to be looked at rather closely with 
this claim in view. Provided we were satisfied with the state of our balance 
of payments during the Butler boom, and presuming that the words 
‘right ”’ and “‘ wrong ”’ are supposed not to have a purely emotional content, 
‘“moving people out of the wrong places’ could mean: 


(a) Moving them out of the jobs where their marginal productivity was low 

but which they were too lazy to leave while employment was easy, even 
though low marginal productivity (in any industry that does not run in deficit) 
must tend to mean low earnings. ‘The industries which people left last year, 
however—imotors, some durable goods—were precisely those where earnings 
(and therefore presumably marginal productivity) were highest. 

(5) Moving men out of jobs which might give them a good living now, but 
where there will plainly not be employment opportunities in the future. But 
once again the motor and other industries that lost workers in 1956 are precisely 
those which—if we assume that Britain is going to get richer, and to move 
towards an American standard of life and pattern of employment—are likely to 
expand most in the next twenty years. 


It therefore seems that our redeployment measures to move people out of 
the ‘‘ wrong places ”’ in the period of stagnation have been ona rather peculiar 
“fringe of planning’. What about the “ right ”’ places into which these 
people have moved? ‘The biggest movement has been into the basic and 
nationalized industries (which are often the deficit industries) and, particu- 
larly, into transport and distribution. Last year, although industrial 
production did not rise, the national income statisticians have announced 
that there was a sizeable increase in that part of real national product which 
comes from transport and distribution. It is fair to suggest that this is a 
rather peculiar increase in real product: this increase arising from the fact 
that more people did more work in moving the same volume of goods and 
approximately the same level of population around the country. Let us 
discuss the problem by taking what seems to be the favourite specific 
cxample. When one presses the authorities on the point, they will instance 
as part of this peculiar increase in real product the fact that we now 
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apparently spend less time standing in bus queues. 
taken ’’, they say, “‘ to remedy the previous acute shortage of busmen 

But look closer. Many of the bus undertakings up and down Britain are 
in financial deficit: this suggests that the so-called shortage of busmen may 
really have been a shorthand phrase for an excess of buses. Because of 
the pricing policies of non-private undertakings, we cannot really tell. If 
the public bus services had put up their prices to economic levels they 
might have found that this covered their deficits and enabled them to offer 
higher wages to attract more busmen; or they might have found that the 
bus queues dwindled because people preferred to walk short distances 
rather than pay higher prices, so that the way for them to balance their 
books was by taking some buses off the road. What does seem clear is 
that so long as such a large part of our productive effort is in the hands of 
nationalized services that do not mind running deficits, they will be the 
industries to gain workers when disinflation sets some employees moving 
out of manufacturing. I do not myself believe that if we had been examining 
our most urgent tasks in 1955 we would have put this shortening of queues 
(or other improvements in distribution and transport that took place last 
year) high up on the list. In fact I believe that if we use the proper criterion 
—marginal productivity, as slightly influenced by probability of future 
expansion in a free market—we will find that most of the movement of 
labour that has taken place during the period of stagnation has been move- 
ment in almost diametrically the wrong direction. 


The Pool of Unemployment Argument 


The third argument that is sometimes put forward for continuing to run 
production at less than full throttle is that the economy might function 
more smoothly with a pool of unemployed. All emotions laid aside, there 
may obviously be something in this. I do not myself set much store by 
the belief that a tolerable pool of unemployed would drastically dampe 
inflationary annual wage increases (I discussed last month why I think that 
wage inflation could have been successfully stopped by standing up to 
strikes at any time in the last four years, during the Butler boom as much 
as during the Macmillan stagnation). But just as nobody would assume 
that all raw materials in the country should be in use and none kept in 
stock, so there is a case for saying that under an efhicient economic system 
one might expect there to be a flexible turnover from a stock of temporarily 
unused labour—although, as the people temporarily between jobs in this 
way would be serving a definite economic purpose, I would say that there 
would then be an obligation on the community to pay much higher rates 
of unemployment benefit (certainly for the first month of unemployment) 
than now. 

But—although I do not recoil trom this argument emotionally as some 
other reflationists do—it does seem to me important to observe that in 
this post-1955 disinflation the theory just has not worked. As industrial 
production down to 1955 was increasing by over 4 per cent a year, and as 
it has now stopped rising (despite expanded capacity) for two years, indus- 
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trial production must now almost certainly be running at least 7 or 8 per 
cent below capacity. Why has this not led to 7 or 8 per cent unemployment 
nor to anything like it? ‘There seem to me to be two reasons. 

In the first place, during the years of expansion more and more married 
women were entering the active labour force. During the period of stag- 
nation they have not done so, and some married women and older workers 
have retired before they otherwise would have done. In a sense they now 
provide our pool of unused labour, though in a very unsatisfactory and 
inflexible form. 

Far more important, the main method of under-producing in most 
affected industries since 1955 has been a marked slowing down of the 
tempo of work at the workbenches. As soon as the shadow of possible 
redundancy has appeared, the workers’ main object has been not to work 
themselves or their mates out of a job. When this slowing down of tempo 
has not been sufficient to cut back production to meet reduced demand, 
the next stage (after the slowing down of tempo) has often been reduced 
overtime working and then the absurdity of three- or even two-day working 
weeks. ‘This crassly wasteful system was accepted by managements—and 
preferred by the unions—largely because (as noted above) the Government’s 
hire-purchase and other measures “ on the fringe of planning ”’ succeeded 
in making the cuts in demand fall in precisely the wrong industries: in the 
industries with high marginal productivity and therefore high earnings (so 
that the workers have sometimes preferred to stay on in these industries even 
on short time), and in the industries that can most confidently expect to 
re-expand as Britain moves towards an American standard of life (so that 
employers have often preferred not to sack their workers, for fear of possible 
difficulties in getting them back later). 

[f Britain’s 7 or 8 per cent under-production had led to 7 or 8 per cent 
unemployment (which would have had some therapeutic effects), there 
would have been a public outcry and most people would probably have 
called for reflation long since. As we have had this economically worse 
sort of under-production without the therapeutic unemployment, the case 
for reflation seems to me to be much stronger. In fact, however, most 
people seem to have assumed that because there has been no unemployment 
there has been no under-demand. 

During his period at the ‘Treasury Mr Macmillan was particularly keen 
on assuming that there was no excess deflation because there was no unem- 
ployment; he had learned to regard unemployment—not under-production 

as the main evil from and sign of deflation during his harrowing days as 
member for Stockton-on-Tees in the 1930s. But in modern economic 
circumstances it is neither. ‘This was not the first time that a British 
Chancellor found himself tapping a broken old barometer and _ then 
obstinately putting up a sunshade in the drizzling rain. In 1956 I believe 
that the Conservative Cabinet was fooled into not recognizing and not 
countering a suppressed disinflation in the same way that the Labour 
Government was fooled into not countering a suppressed inflation in the 
tood subsidy days just after the war. To some extent, it is being fooled still. 
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As I See lt... 


By SIR OSCAR HOBSON 






= & f 
, , ‘ 
; ta 
e * 
, 4 
>. 
" - z 
x t 
AW 
» o 4 ~ e 
ote ey, 
> 


ok ee 

| ; . 

RS ARE ote 

aoe” “4 
. 































+ iste © 


























Still Stagnating ? 


HE British body economic is physically now quite strongly on 

the upgrade. ‘That is clear from overseas trade figures for May, 

showing both exports and (effectively) imports at new record levels, 

from the steel production figures showing the striking jump of 
ver half a million tons to 23 million tons, annual rate, in May and from 
incidental pieces of news such as Sir Alexander Fleck’s statement that 
ICI output is running well above a year ago. 

It seems that our industry 1s at last getting out of the rut—if it is right 
so to describe a state of high but not rising employment of men and machines 
—in which it has been for the past two years. How far it will rise out of 
the rut is anybody’s guess. It certainly could rise a great deal further than 
it will if the body economic were in better shape morally than it is. But 
how anybody can make out that British industry is still in a state of recession 
and can only be rescued from downright slump by active measures of fresh 
credit injection passes my comprehension. Mr Roy Harrod, however, 
accomplishes that feat. He speaks in Time and Tide about the “ present 
slackness ’’ of industry and urges that the “‘ obstacles to investment ’’ must 
be removed by reducing the Bank rate by successive stages to 3 per cent. 
He concedes that there are two objections to this. One is the potential 
effect on the gold reserve. This he dismisses with the argument that 
though it would be nice to have a larger reserve, efforts to get more gold 
would merely prevent other countries from getting it and so drive them to 
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restrict imports and frustrate our efforts—which sounds very like “ sour 
grapes ”’. 

The other objection to a reduction of the Bank rate, which Mr Harrod 
likewise dismisses, is that it would still further inflame ‘‘ wage-induced 
inflation”’. He agrees that this is a danger but says that there is nothing to 
be done about it but pursue the “ long drawn-out process of encouraging 
trade union leaders to take their full share of responsibility for saving the 
currency from progressive depreciation ”’. 

I am puzzled as to how Mr Harrod can be worried simultaneously by the 
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‘“ slackness ’’ of industry and the dangers of wage-induced inflation. If he 
really thinks that industry is “‘ slack ’’ in the sense of needing more credit 
or more orders to keep it fully employed, then he and I live in different 
worlds and the prospect from the cloisters of Christchurch appears entirely 
different from what it does from the pavements of the Poultry. 

But if he is merely a little behindhand with his reading and is under the 
impression that the under-employment which six months ago affected the 
motor manufacturing industry and one or two others still persists, and if his 
real concern is with the continuance of inflation, then I appreciate his point 
of view, though I do not share it. His standpoint in that case is that it is 
no use trying to arrest the spread of inflation disease; it is better, therefore, 
to ‘let it rip”’ through the system, and even to encourage it to rip by 
injecting new doses of the virus. 

Well I call that a counsel of despair. But I think that the authorities 
responsible for the conduct of economic policy, in Whitehall and in Thread- 
needle Street, ought to welcome Mr Harrod as a valuable, if perhaps over- 
candid, ally. For they, though they have not yet accepted his doctrine, are 
acting—or not acting—as though it were now part of their creed. They 
have not openly confessed that they are afraid to do anything effective to 
stop inflation. ‘They have not told the pensioner and the retired man or 
woman or couple, eking out an existence on their savings, that they have 
nothing to hope for but the further crumbling of their dwindling purchasing 
power. ‘They have not warned the holder of gilt-edged stocks that the 
worst is still to come. They have not proclaimed that it is, after all, no 
part of the Government’s duty to control the supply of currency. They 
have not even had the guts to “ let it rip” for, after reducing the Bank rate 
by 4 per cent and encouraging hopes that there were more 4 per cents to 
come, they have stopped doing anything or saying anything at all. 


No Substitute for Leadership 


The present lack of leadership is disturbing 1n the extreme. ‘There is no 
substitute for it to be found nor ever will be in committees on money and 
credit or in industrial courts of inquiry or in high-powered bodies appointed 
to advise on wages and prices. How long is the “ long drawn-out process ”’ 
of bringing Labour to see that it is in its own interests to practise restraint 
in 1ts wage demands likely to take? A pointer to the answer to that 
question may be found, perhaps, in the decision of the engineering and 
shipbuilding unions, immediately after signing the agreement for a twelve- 
months wages standstill, to enter a claim for a reduction of working hours 
and for an increased rate of holiday pay. It may be found in Mr Ted 
Hill’s eminent display of good faith when, after signing the standstill agree- 
ment, he made it clear that he would strain the “ special factors ”’ escape 
clause to the uttermost and include even a rise in the employers’ profits as 
an excuse for invoking it. 

I do not see how a policy of running away from the inflation issue can 
possibly yield good results or in the long run anything but disastrous results. 
That does not mean that we have to expect any early exchange breakdown. 
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With the distrust of sterling widespread and growing as it is, the chance of 
a bad break cannot be absolutely excluded, but in view of the still buoyant 
demand for our exports there should be a reasonable chance of staving it 
off for the time being. One cannot, however, say as matters stand that 
there is a reasonable chance of rebuilding the reserves to a minimum level 
of safety. At this moment, the reserve less the amount of the IMF credit 
represents hardly more than the value of six weeks’ imports—well under 
half as much as three years ago. While that is so, we remain permanently 
in jeopardy. 

Of course, the likeliest time for the next serious crisis will be at or about 
the time of the next General Election, say in the autumn of 1959 or there- 
abouts. It is, indeed, already almost a commonplace in the City that only 
a miracle can avert such a crisis, leading if not to devaluation then to special 
restrictions on the exchange of sterling, if the return of Labour to power 
then looks as probable as it does to-day. 


Why Labour is Feared 


It might be asked why, if the Tory Government is as supine as it is 
showing itself to be to-day, there should be anything worse to be feared 
from a Labour Government. I have no doubt whatever that the principal, 
though not the only reason for the real scare that the thought of the return 
of Labour arouses in the breasts of the banking and financial fraternity at 
home and abroad, is the threat of more large-scale nationalization. 

The present position of the party on that issue is remarkable for its 
disunity. We have in this past month heard Sir Hartley Shawcross roundly 
condemning renationalization of steel ** out of political pique ’’, and offering 
the opinion that to nationalize great and efficient private firms like ICI or 
Unilever would be a “ disaster’’. We have heard Mr Richard Stokes 
back himup. On the other hand, there has been Mr Tom Driberg protesting 
that the Labour Party is not a ginger group for making capitalism work and 
if it is only to be allowed to take over the “ wrecks ”’ it might as well pack 
up and admit that it is no longer interested in “ Socialism’’. And there 
has been Mr Shinwell, strangely convinced that the nationalized schemes 
“‘ after some teething troubles are proving successful ’’, going even further 
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and proclaiming that to leave any “ substantial part ’’ of private industry 
unnationalized would not be Socialism but just a deception. And, finally, 
we have Mr Gaitskell playing the statesman, deprecating these disputes and 
saying ‘‘ wait and see’, but leaving it pretty clear that the official policy when 
‘t comes will embrace steel renationalization, some further nationalization, 
plus his own half-baked pet plan for the State taking share interests in 
industry, short of nationalization. 

Mr Bevan, incidentally, has preserved a discreet silence, though surely 
there is a hint of his individual viewpoint to be gleaned from the sentence 
in his article on ‘‘ Could Britain go Communist ?”’ in Optima, which says: 
‘The political centralism which has been a dominant feature of their [i.e. 
the Communists’] doctrine is wholly inconsistent with the very industrialism 
of which they boast ’’. 

It is just possible that the Labour Party may split on nationalization. 
Yet I doubt it. It has so little else to offer, though it could have so much 
if its leaders would devote themselves to the task of improving the standard 
of living of their followers by working for effective co-operation with capital 
and management instead of always fomenting strife and ill-will. The odds are 
heavily on steel renationalization plus a further measure of new nationalization 
appearing in the Labour election programme, if only for the incantational 
value and because the programme would look so empty without. 

Yet pace Mr Shinwell, nationalization has made a very poor showing. 
Not one of the State-owned industries (except, of course, the Bank of 
England, which prints the money!) can claim a financial clean sheet. Not 
one has earned profits large enough to maintain its capital intact. The 
least successful of them all, the railways, have landed into a financial mess 
such as no one would have dared to dream of ten years ago. ‘They have 
contributed disproportionately to the growth of inflation. ‘The exploits of the 
railway unions in holding the Government and the country to ransom have 
become notorious. 

Worst of all, perhaps, nationalization has brought no satisfaction to the 
workers concerned. ‘There is a good deal of evidence to show that they are 
less content than they were under private industry. In the coal mines 
absenteeism continues extremely high; there may have been a little improve- 
ment in recent months, but in 1956 it was higher than in 1955 and much 
higher than before the war when the mines were privately owned. After 
ten years of State ownership output continues to be lost every week through 
disputes and the total tonnage so lost last year was nearly three times that 
lost in 1946, the last year of private ownership. 

A very interesting slant on the attitude of the worker on nationalization 
is to be found by studying the results of the last General Election in that 
area of the north-east coast which contains ICI’s Billingham works and the 
works of the Tees-side steel companies. ‘Those companies were just emerging 
from their brief period of State ownership, while nationalization of ICI was 
quite a prominent election issue. The anti-Labour pro-Tory swing brought 
about in these constituencies by the ordinary workers’ attitude towards 
\ationalization is quite unmistakable. The ordinary Tees-side worker might 
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favour nationalization for other industries and other workers, but not for his 
own, or himself, thank you. 

There are, of course, other planks in the Labour programme which are 
disturbing to foreign opinion. In particular there is Labour’s proven 
inability to control public spending. Nevertheless, I feel that the threat of 
further nationalization of industry is the worst and that abandonment of 
this obsolete and needless device for exercising the State’s indisputable 
right to control private industry in emergency would go a long way towards 
reassuring world opinion. As I have said, I don’t believe Labour will 
expose the nakedness of the land by giving up nationalization. 

Like so many other people, therefore, | shudder to think what the state 
of the sterling exchanges 1s likely to be as the General Election approaches. 
One hates to prophesy disaster and even more to date the prophecy. One 
may be crying “ wolf’ too soon. 

There has been talk of a bipartisan declaration before the Election under 
which both parties would pledge themselves to defend the pound and hold 
it at its present parity. ‘The suggestion has come from the Labour side, 
which at least is a sign of awareness in that party of the seriousness of the 
danger. 

I cannot see that such a step would do much good. With the Tories so 
helpless to deal with the situation, it would be a case of the blind leading 
the blind. ‘The only hope is for the Tories to pull themselves together and 
tackle the inflation problem before it is too late. But perhaps it is too late. 





An Artist’s Sketchbook: No. 44 


BRITISH BANKS IN TOWN AND COUNTRY 


National Bank, Bayswater 


» 


HIS little bank, a characteristic Victorian essay in the Classic manner 

but unmistakably nineteenth century, is the first branch of the National 

Bank to be featured in this sketchbook. It was, as a tablet on the 
wall records, the first joint stock bank in the Bayswater district, opened for 
business in February, 1862. 

The very name of the district suggests Victorian respectability—which, 
indeed, it at one time possessed. ‘There are some fine terraces remaining, 
and this bank at the corner of Porchester Terrace North and Gloucester 
Gardens is in harmony with them. But new blocks of flats have given a 
mixed flavour to the area, and there is a certain seediness to be observed 
in the many terraces, sub-let into the proverbial bed-sitters, where the 
stucco is peeling off, taking its cue from the bark of the plane trees along 
the pavements. 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


The treatment of the door of the bank, as will be seen from the drawing, 
is not altogether successful; but the building has a fine cornice and well- 
shaped windows. The whole design is good for its period; although the 
1860s produced some entertaining architecture, severity of design was a 
quality usually conspicuous by its absence. The black cast iron railings, 
which appear to be contemporary with the rest of the bank. are also very 
fine and contrast well with the stonework. 
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New Deal for Rents 





By COLIN JONES 


FTER eight months of what at times has been quite ferocious 
political controversy, the Rent Bill has reached the statute book 
with all its most important features virtually intact. It will now 
come into force on July 6. With one possible exception—the 
Government’s concession to its own angered supporters on clause nine, 
which must now be called section eleven—all significant amendments to 
the Bill as it passed through Parliament have made it a better measure. 
Even this postponement of the decontrol of most middle-class lettings, from 
January to October, 1958, will not matter greatly in the end, though it is quite 
likely to make the process of transition to a free market rather more difficult. 

The Act is a longer and more complicated measure than the Bill that 
appeared last November, but it retains its three principal merits. It is the 
first serious attempt for nineteen years to cut through the tangled web of 
the Rent Restrictions Acts and the first, since rents were originally con- 
trolled in 1915, to have a real chance of leading within a few years to their 
complete abolition—unless, of course, it is overtaken meanwhile by the 
accession of a new Government with a different rents policy. ‘The Housing 
Repairs and Rents Acts of 1954 were not a success, and in any event they 
were intended to be only stop-gap measures. The three Acts of decontrol 
between the wars in 1923, 1933, and 1938 (assisted by the construction of a 
million uncontrolled council houses) succeeded in reducing the scope of rent 
control from about 98 per cent of the total housing stock 1n 1920 to about 
30 per cent by 1939. But the failure of the supply of houses throughout these 
two decades to match total effective demand precluded any attempt at doing 
away with restrictions altogether. Shortage was “‘ both a measure of the 
need for control and the main barrier to its removal’’, said the Marley 
Committee in 1931. 

Whatever might be said about the housing shortages of some areas to-day, 
particularly Clydeside, Merseyside, and Tyneside (but not London to any- 
thing like the same degree; the row about clause nine there was bigger 
only because it was better organized), the total supply of accommodation has 
certainly caught up with demand over the country as a whole, in quantity if 
not yet in quality. One might still question whether it has been worth- 
while spending £5,000 millions or so on house building since 1945—com- 
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prising nearly a quarter of total investment outlays. But the effort has at 
least allowed this radical reform of the Rent Acts to become politically 
feasible somewhat earlier than might otherwise have been the case. 

The new Act brings into the free market a substantial proportion of the 
country’s total housing stock fairly quickly. By the end of 1958, as may 
be seen from Table I, more than half of the houses now under control will 
have been freed, allowing for the decontrol by then of some new tenancies 
under the vacant possession rule contained in s. 11 (2). Admittedly, this 
half may include only a sixth to a seventh of currently controlled lettings; 
and the limits of rateable value that govern decontrol could with little real 
dificulty have been set rather lower. None the less, it is a good start. 

But probably the most helpful feature of the new Act is its wholesale 
abandonment of the thoroughly archaic and anomalous structure of standard 


TABLE I 
HOW FAR DECONTROL WILL GO* 
Before the After the 
Act , Actt 
(Millions of dwellings) 
Controlled Properties 
Privately owned: 
Owner-occupied _.... is ie 4.65 —- 
Let unfurnished... ¥ “4 5.70 4.89 
_ Let furnished _ ” ne 1.05 0.90 
11.40 5.79 
Non-controlled Properties 
Privately owned ¥ wa 7” 0.10 5.71 
Publicly owned ‘3 - 3.50 3.50 
3.60 9.21 





Total wa - - 15.00 15.00 


* Figures taken from the White Paper on Rent Control Statistics, Cmnd 17, 
except that of number of furnished units subject to control after the 
Act, which is here estimated. 

+ Excludes lettings that may be decontrolled on vacant possession. 


rents, the core of rent restriction since the earliest days. In its place, 
Mr Sandys sensibly chose to base the new maximum controlled rentals of 
the houses remaining temporarily subject to control upon the new rating 
valuation lists. In Scotland different rules will apply, and the standard 
rent will survive, since new valuations will not be available before 1961. 
But for England and Wales controlled rents will now not only be brought 
reasonably close to market values and costs but also, thanks to the uniform 
system of valuation applied by the Inland Revenue on taking over what in 
the past has been the task of individual local authorities, the rents of similar 
types of property will at long last be brought into line with each other. 
Necessarily in a far-ranging measure in this sphere, the detailed pro- 
visions are complex—the Act has eight lengthy, and at points obscure, 
schedules and twenty-seven sections. Before attempting to assess how the 
Act may start to work, therefore, it may be helpful to pick out some of the 
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more important points of detail. Two of them are of general application. 
The first is the introduction of a minimum four weeks’ notice to quit to apply 
to all types of residential property and to notice given by both landlord and 
by tenant. The other, though no less desirable, has received little attention. 
This is the extension of the “‘ greater hardship ”’ provisions of the 1933 Act, 
under which a landlord can obtain possession of a house for his own occupa- 
tion (or that of his children or his parents), to all controlled lettings bought 
by their present landlord before November 7 last year, the day the Bill was 
published. Previously, landlords by purchase since December, 1937, in the 
case of houses controlled since 1915, and since September, 1939, in the case 
of those controlled or re-controlled at the outbreak of the last war, had been 


denied this right. 
Provisions for Freedom 


The other significant points of detail fall into two groups: those pertaining 
to decontrol, and those affecting the new controlled rents. In the first group 
four points might be mentioned. 

Furnished Lettings—Furnished lettings as well as unfurnished houses above 
the rateable values (that is net annual values) of £40 in London and Scotland 
and {30 in the rest of England and Wales will be decontrolled. ‘The decontrol 
of furnished property, moreover, will come into force in October this year; 
for unfurnished lettings the generally applicable date is October next year. 

Adjusting Rateable Value—The way in which these rateable values should 
be ascertained and perhaps adjusted is contained in the five and a half 
closely printed pages of Schedule 5 to the Act. Part III of the schedule 
may need urgent scrutiny by a number of tenants, since the value of certain 
structural alterations made by the present tenant, or any of his predecessors, 
before November 7, 1956, can be deducted from the rateable value for the 
purpose of determining whether a dwelling is to be decontrolled or not. 
To qualify for this reduction, however, the present tenant must serve his 
landlord with the prescribed notice before August 17 next—only six weeks 
after the Act comes into force. He must then get an agreement with his 
landlord about the reduction or get the County Court and Valuation Officer 
to settle the issue. 

Claims for Improvements—Another important provision for a tenant of 
property to be decontrolled lies in paragraph five of Schedule 4. If 
during the fifteen months’ standstill period he fails to secure a new lease 
from his landlord (for the specified three years or more) and he decides 
or is invited to quit after October, 1958, then he is entitled to claim com- 
pensation from the landlord, before he gives up possession, for certain 
improvements made to the property by any tenant since VJ day. 

Ending Premiums ?—The last point applies also to tenancies decontrolled 
on vacant possession, as do the intriguing attempts in s. 13-16 to tighten 
up the laws forbidding payment of premiums. Loans to a landlord may 
now be treated as if they were premiums, and lump-sum payments of rent 
in advance for more than the normal rental period, up to a maximum of six 
months, are also made illegal. Whether these worthy attempts to plug loop- 


452 








Reser: ree ge rtes ye 


giterg mer 





Nee pogie es 
MARE eee 


holes in the present law will succeed is open to doubt. One still hears of 
cases—not yet in this country—in which a landlord manages to get by 
similar edicts by enquiring of prospective tenants how much they are 
prepared to wager that he will not let to them the accommodation they want 


to rent from him. 





Claiming a Higher Rent 


The main points to be made about the measures governing new maximum 
controlled rents are a provision designed to facilitate exchanges of con- 
trolled tenancies, the separate arrangements made for Scotland, and the 
means by which the new rent limit is to be fixed, claimed, or resisted. 

Exchanging Tenancies—The provision for exchanges is highly novel: a 
statutory tenancy, a personal right not previously assignable, can now be 
transferred to an incoming tenant provided the landlord is a party to the 
agreement. How much this concession is used remains to be seen, but it 
could contribute in a small way to a better distribution of existing property. 

Scotland—The Scottish provisions are in the main designed to improve the 
working of the 1954 Repairs and Rents Act. The repairs increase allowed 
under that Act is increased from 40 per cent to 50 per cent of the 
1954 rent (subject to the same conditions). A new “ 1957 Act’”’ increase 
of up to 25 per cent of the 1954 rent can be obtained, as an alternative to 
the 1954 repairs increase, on rather fewer conditions. And the issue of a 
certificate of disrepair will no longer mean that the landlord forfeits any of 
the 40 per cent increase obtained under the 1920 Act. Previously this risk 
had been a great deterrent to claims for repairs increases under the 1954 
Acts both in Scotland and south of the border. 

Fixing the New Limit—The new provisions for controlled rents in England 
and Wales are rather more complex. To find the new maximum rent, one 
starts with the gross annual value on November 7 last year, from which may 
be deducted the value of certain tenants’ improvements. The net figure is 
then multiplied by a factor ranging between 14 and 24 depending upon the 
responsibility for repairs. (If the landlord elects to be responsible for internal 
decorative repair so as to claim the full increase, his tenant should think twice 
before dissenting, since that entitles the landlord to sue for possession at any 
later time on the grounds that the internal decorations of the tenant are not 
in a reasonable state—which is a most debatable addition to the Act.) The 
gross value multiplied by this repairs factor may then be adjusted for any 
changes in local rates paid by the landlord, for his expenditure on improve- 
ments (which can now include all his outlay on private street works), and for 
services and (if agreed) for furniture provided for the tenant. 

Condition of Increase—If the present rent is higher than the resultant 
figure, or if the house has been declared unfit or is in a slum-clearance 
area, or if there is a certificate of repair still outstanding under the 1954 
Act, then the landlord can go no further. If none of these circumstances 
applies, the increase can be demanded from October 6, 1957, or from the 
end of che present contractual term of the tenancy. For increases payable on 
or after October 6, three months’ notice has to be given and for the first six 
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months thereafter the increase is limited to 7s 6d a week, plus any net 
increase for rates, improvements, services, and furniture. 

State of Repair—The rules governing the issue of certificates of repair, 
though possibly even more complicated, appear to avoid most of the pitfalls 
of the 1954 Act, and allow the landlord some chance of getting his higher 
rent while he is actually undertaking repairs. ‘The first step now is for 
the tenant to give notice of disrepair to the landlord, who has six weeks in 
which to undertake to do them. If he fails to do so, then the tenant can 
go to his local authority, which must vet the tenant’s list and allow the 
landlord another three weeks to change his mind. If he still does not 
undertake to complete the repairs within six months then he is liable to 
have a certificate issued against him, which will lose him his rent increase 
(and possibly more than the increase) as long as it remains uncancelled. 
What precisely happens to the rent during the currency of a certificate 
remains obscure to this layman even after a careful reading of Schedule 1, 
of ministerial pronouncements in both Houses during the committee stages, 
and of the Ministry’s own sixpenny child’s guide, all of which appear to say 
different things. But the complications of this Act are no worse than the 
present law, which was judicially described in the High Court in 1945 as a 


‘““welter of chaotic verbiage ”’. 


Birth-pangs of Free Market 


Inevitably, the public will judge this venture into a free housing market by 
its experiences of the opening phase—which could be a poor guide to results 
in a few years. Decontrol by vacant possession, which will begin to be 
effective straight away, will be the main contributor of the new accommoda- 
tion the Government expects to see before October, 1958. But the spare 
accommodation most owner-occupiers and tenants will be offering on the 
free market by then is unlikely to include much family-type accommodation, 
which will be most in demand. It is for this reason that the extension of the 
standstill period to October next year, which was admittedly shorter than the 
pressure groups had sought but longer than was necessary and also longer 
than the periods laid down in the 1933 and 1938 Acts, might rebound on the 
Government and those that pressed for the concession. The other new 
arrangement whereby “ about-to-be ”’ decontrolled tenants can seek new 
leases of three years or more will also limit the amount of ‘ general post ”’ 
and its benefits in these early years of freedom. 

The previous attempt at decontrol by vacant possession in the ’twenties did 
not have very happy results, as decontrolled rents quickly rose well above 
those remaining under control. But that experience may not be repeated 
on this occasion, except perhaps in a few cities where housing 1s still short, 
since controlled rents are being brought much nearer to probable market 
levels—and also because post-war housing policy has consisted largely, 
until recently, of building ‘“‘ working-class ”’ types of houses for letting. 

It is in fact possible to see a neat contrast between the inter-war 
decontrol and the present attempt. Then the decontrol of “ middle- 
class ’’ housing was complete and successful, because a great number of 
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houses of this type were built in that period; since 1945 these houses have been 
given little priority, yet this is the first class of property to be decontrolled 
completely. For this reason alone, free rentals in this sector of the market 
may show a greater increase than at points lower down the rateable scale, 
particularly in some cities and their newly fashionable areas. Where 
land is still available for development, this might entice the private investor 
at long last to build this type of house for letting, as well as for sale. 
Freedom should also make for a better distribution of accommodation 
with all its attendant advantages, particularly for that modern unprivileged 
class, the newly-formed household. As the rise in controlled rents takes place 
in the lower rateable values, leading to some removals and consequent 
decontrol on vacant possession, similar advantages will begin to emerge 
there also. This process, however, may be slowed down by the limited 
operation of rent rebate schemes for council houses, by the effects of the 
general rise in incomes and in accepted standards of housing, plus the 


TABLE II 
PRESENT RENTS AND POSSIBLE INCREASES 
(Unfurnished Lettings Remaining Controlled) 











Approx Max 

Present Weekly Lettings Increase in Weekly Lettings 

Net Rents (000s) Net Rents* (000s) 
Up to 5/- 984 Up to 5/- 963 
5/— to 10/- 2,063 5/-to 7/6 954 
10/— to 15/- 835 7/6 to 10/- 1,109 
15/-— to 20/— 325 10/— to 15/- 897 
Over 20/- 43 Over 15/-— 327 
4,250 | 4,250 








* i.e. the amount by which twice the gross value exceeds present net rents. 


Note—England and Wales only: net rents exclude service payments 
and 1954 repairs increases; based upon a random sample of 24,000 
houses and flats by the Inland Revenue Dept (source Cmnd 17). 


vulnerability to the certificate of disrepair provisions of many of these 
properties—especially houses controlled continuously since 1915. One of 
the prime purposes of the new Act is, in fact, to provide landlords with more 
rent to spend on repairing and refurbishing these older houses, rapidly 
sinking into decay. This is probably the landlords’ first and last chance 
to show how well they can respond. A million controlled houses are already 
destined to be “‘ municipalized ” and cleared under the present Conservative 
Government’s slum-clearance programme. 

Ultimately, the benefit from the Rent Act will depend on the use made 
of s. 11 (3), which gives the Minister admirably flexible powers to make 
changes in the limits governing the scope of control, both by rateable value 
and by area. If these are used to free more property in a few years’ time, 
the general re-shaping of housing policy that began with the ending of new 
general subsidies in 1955 will be complete. Genuine local shortages of houses 
will be isolated more clearly, and the building industry will be able to con- 
centrate its effort upon these, as well as upon clearing the slums and moderniz- 
ing or replacing other bad accommodation. ‘These are the priorities now. 
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America’s Changing 


Banking Scene 


IV—THE FEDERAL RESERVE 


By J. S. G. WILSON 


N the first article in this series, in the March issue of The Banker, an 

attempt was made to indicate the broad outlines of the American banking 

structure as a whole; this was followed in May by a detailed description 

of the operations of the commercial banks, and last month of the money 
market. ‘This concluding article examines the structure, functions and 
methods of the American central banking system. 

The genesis of the Federal Reserve System can be traced to the series 
of financial panics and related bank failures culminating in the severe dis- 
turbances of 1907. ‘These were followed by the setting up of a National 
Monetary Commission, which reported in 1912. ‘The commission pointed 
to the difficulty of mobilizing bank reserves in times of crisis, the “‘ inelastic ”’ 
character of the currency, the narrowness of the money market, and the 
lack of effective co-operation among the banks. It made a number of 
specific recommendations, which were broadly followed—subject to several 
important differences—in the provisions of the Federal Reserve Act 
approved in December, 1913. 

Instead of a single central bank, twelve Federal Reserve Banks were 
established, each to serve member banks in its own District, subject to the 
general supervision of a Board of Governors in Washington. ‘This structure 
was partly designed to allay fears of domination by the financial power of 
the East. As pointed out in the full discussion of the ‘‘ dual”’ system in 
the first article, national banks were required to be members of the Fed, 
whilst State banks, provided they met the necessary requirements, could 
join on a voluntary basis. 

The immediate purpose of this legislation was to provide the basis of a 
sound and “ elastic’ supply of currency and credit. Member banks were 
to hold their legal reserves with the Federal Reserve Bank in their District, 
and were given facilities for assistance from it. ‘The Reserve Banks were 
empowered also to discount standardized types of financial paper and to 
take the initiative in dealing in certain types of securities; it was hoped 
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thereby to achieve greater flexibility in the supply of money, reducing 
seasonal fluctuations in interest rates, and to develop a broader market in 
liquid assets. In the original legislation, there was a tendency to lay 
emphasis on “‘ accommodation” of the needs of commerce and business. 
Gradually, however, there evolved a central banking philosophy—to some 
extent reflected in the wording of legislative amendments to the Federal 
Reserve Act—and the emphasis shifted increasingly to the exercise of 
judgment and discretion in controlling the quantity and distribution of 
bank credit to mitigate fluctuations in prices and employment. 

The division of the country into twelve Districts, the boundaries of which 
do not always follow State lines, was influenced by a variety of considerations, 
but in a general way each District was supposed to represent a “ trading 
area’. This was defined largely by the availability of transport and the 
speed with which cheques and cash could be transmitted, though political 
and social factors also played their part. The member banks in each 
District own the stock of their Federal Reserve Bank and between them they 
elect six of its nine directors. ‘These are divided into three classes. ‘The 
three ‘‘ class A’”’ directors may be bankers; but the three class B directors 
must be actively engaged in the District in business, agriculture, or com- 
merce, and not already associated with banking. ‘To each of these classes, 
groups of member banks graded into small, medium and large each elect one 
director. Finally, three class C directors—of whom one serves as chairman 
and Federal Reserve Agent and another as deputy chairman—are nominated 
by the Federal Reserve Board of Governors; these, too, must have had no 
prior connection with banking. Member banks receive a statutory dividend 
of 6 per cent on paid-up Federal Reserve Bank stock, and approximately 
nine-tenths of the remaining net profit is paid by agreement to the Treasury 
as interest on Federal Reserve notes, the residue being added to the surplus 
of the individual Reserve Bank. 


The Policy Making Bodies 


The activities of the Federal Reserve System as a whole are subject to 
the general supervision of the Federal Reserve Board in Washington. The 
Board consists of seven members from different Districts, serving in rotation 
for terms of fourteen years and appointed by the President of the United 
States, subject to confirmation by the Senate. In addition to its duties 
of administrative supervision, the Board has important functions in the 
exercise of monetary policy. Within limits specified by statute, it has full 
authority to determine changes in minimum reserve requirements; it 
‘reviews and determines ”’ the discount rates established by the directors 
of the Federal Reserve Banks; it is responsible for the selective regulation 
of stock market credit; at various times, it has been responsible for regulating 
consumer and certain types of real estate credit; and it establishes the 
maximum rates of interest that member banks may pay on savings and 
other time deposits. Finally, members of the Board constitute a majority 
on the Federal Open Market Committee, which is the most important single 
policy-making body in the System. The Board is required to publish 
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weekly a statement of the assets and liabilities of the Federal Reserve Banks 
and to submit an annual report to Congress. 

The Federal Open Market Committee consists of the seven members of 
the Board of Governors and five representatives elected by the Federal 
Reserve Banks. The Committee is presided over by the chairman of the 
Board; and the president of the Federal Reserve Bank of New York, who is 
always a member of the Committee, is customarily elected vice-chairman. 
The other Bank representatives are elected in rotation, but those who are 
not currently formal Committee members now attend as “ observers ”’ and 
in practice take an active part in the discussions, though they may not vote. 
Other persons present include the manager of the System Open Market 
Account in New York and a number of experts drawn from the staffs of 
the Board and the Reserve Banks. In all, about thirty-five people regularly 
attend the meetings, which are held in Washington every two or three weeks. 

The main responsibility of the Open Market Committee is to decide 
upon the timing and amount of open market purchases or sales of Govern- 
ment securities.* In this connection the Committee reviews with the 
assistance of its experts the general state of national business and credit, 
and any special regional factors. And since open market operations must 
obviously be consistent with other aspects of monetary and credit policy, it 
is in the Committee that broad agreement is reached on matters such as 
changes in discount rates or reserve requirements which are strictly outside 
its sphere of decision. While all that emerges formally from the Com- 
mittee is a set of written instructions to the Fed in New York for the 
operations required in the Government securities market, and any related 
statement of policy or technical arrangements, the New York representatives 
also take back with them the “feel” of the meeting. Formal votes are 
usually taken only when there is a serious difference of opinion on a matter 
of principle. Otherwise, a unanimous decision will be recorded. 

The Committee’s written instructions provide no more than general 
guidance to the New York officials, and the regular meetings of the full 
Committee are supplemented by a daily telephone conference between the 
Account Management and representatives of the Board of Governors, 
together with one of the Reserve Bank presidents currently serving on the 
Committee; a summary of the conversations is circulated shortly afterwards 
to all other interested parties in the System. In this way, Committee 
members are kept informed of “‘ deviations from the projected pattern ”’ as 
they develop day by day and of any action to be taken in response to “ swift- 
breaking market developments ’’.t 

Both at the Board and at the New York Fed, experts are constantly 
making projections in the economic and financial sphere on the basis of the 
available statistical material. Inevitably, all such forecasts are subject to 








* Each of the twelve Federal Reserve Banks shares in the ownership of the Account’s 
holdings, the allocation being made annually in accordance with the ratio of each Bank’s 
total assets to the total for all the Reserve Banks. 

+ For further details, see Robert V. Roosa’s excellent study—Federal Reserve Operations 
in the Money and Government Securities Markets, Federal Reserve Bank of New York, July, 
1956, pp 96-97. 
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continuous modification and as a rule will be made on several alternative 
assumptions. Since these estimates are prepared separately in Washington 
and New York, the System gets the benefit of two independent views from 
which to develop the synthesis that helps to form Committee opinion. 


Independence from Treasury 


Formally, the Federal Reserve Board enjoys a large measure of inde- 
pendence. During the war and early post-war years the Board’s alignment 
with the Treasury’s policy of pegging bond prices inevitably involved the 
loss of much of its freedom of manoeuvre. But since the “ accord ’’ reached 
between the Board and Treasury in March, 1951, flexibility has again been 
restored to the interest rate structure and, although at first some support 
continued to be given, the ‘Treasury now attempts to frame the terms of 
its issues in sympathy with current market conditions. All that the Fed 
tries to do 1s to hold the boat steady and, generally speaking, it does not 
now provide “‘ support ”’ to assist a refunding operation. 

Since 1935, there has been no Treasury representative on the Federal 
Reserve Board; but there is continuous contact both by telephone and 
personal visit. In addition, the chairman of the Board regularly meets the 
Secretary of the Treasury (or his deputy) once a week over lunch and there 
are also luncheon meetings between senior Treasury officials, one or two 
Board members and their senior staff. A free interchange of economic 
information and forecasts takes place between the Treasury and the Federal 
Reserve both in Washington and New York. 

The methods of credit control that have been developed over the years 
may be listed under four main headings: open market operations, variation 
of minimum reserve requirements, discount policy, and selective (or quali- 
tative) credit controls. The only selective control remaining in use today 
is that over minimum “ margin requirements ” limiting credit for stock 
exchange transactions. Statutory power to impose controls over consumer 
credit has in the past been made available on a temporary basis; but since 
the use of these controls during the inflation after Korea, the power to 
impose them has not been renewed. It has been suggested that the Fed 
should be granted standby powers in this sphere; but there are reasons to 
suspect that many in the Federal Reserve System would not welcome them. 
They argue that such controls are difficult to administer and that in any 
case as much can be achieved by applying general credit controls.* 

- In recent years, almost all outright purchases or sales of securities made 
in the market for the System’s Account have been of Treasury bills. The 
account may do business with any dealer who has consistently demon- 
strated his readiness to “‘ make markets’”’ in Government securities and 
meets reasonable standards of credit-worthiness. In making its purchases 
or sales, the Fed trades with dealers on a freely competitive basis: up to the 


*'The pros and cons of this thorny issue have been discussed at great length by the 
report on Consumer Instalment Credit (in four parts) recently published by the Federal 
Reserve Board of Governors following a direction from President Eisenhower issued in 
February, 1956. 
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limit decided upon, it accepts bills at the lowest prices offered and sells at 
the highest. But, as described in last month’s article, temporary accom- 
modation may be made available to a dealer at the Fed’s discretion under 
a “‘repurchase agreement” based either on short-dated Government 
securities or occasionally on bankers’ acceptances. ‘The Fed may also buy 
acceptances outright at the dealers’ rate.* 


Clash on Open Market Technique 


The policy of operating almost solely at the short end of the market 
was evolved by the Open Market Committee after the 1951 “accord”’. In 
formulating this policy the views of the Reserve Board chairman, Mr William 
McChesney Martin, were particularly influential; and there was much keen 
and publicly voiced opposition from within the Federal Reserve System— 
notably from Mr Allan Sproul, until recently president of the Federal 
Reserve Bank of New York and vice-chairman of the Open Market Com- 
mittee. The clashing viewpoints were outlined at length at the Con- 
gressional hearings in December, 1954, of the monetary sub-committee of 
the Joint Committee on the Economic Report. 

In support of the “ Bills Only” doctrine, Mr Martin argued that this 
would minimize disturbance to the market. ‘The primary purpose of open 
market operations in this view was to effect changes in the availability of 
bank credit, not to influence security prices as such. It was implied 
that any influence that open market action might exert on the prices of 
medium-dated or longer-dated Government securities should be left to the 
working out of market forces, which could be relied upon to accommodate 
any resultant change in investors’ preferences in response to the operations 
in bills. Only if it were necessary to correct “ disorderly ’’ markets was 
there a case for departing from these arrangements. 

Freedom to operate over a wider range of maturities, it was felt, would 
introduce too great a degree of official and hence arbitrary influence, and lead 
to an undesirable degree of market uncertainty. The Treasury has now 
accustomed itself to seeking its money at the market rate, and the Board 

* A detailed description of the procedures followed is given by Roosa, op cit, pp 81-90. 
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feels that if the area of open market operations was widened, rates would 
not truly reflect market conditions. Once there was a shift of emphasis 
from ‘‘ correcting disorderly markets ”’ to “‘ maintaining orderly markets ”’, 
it might be but a short step to a stable price policy and “ pegging ’’ would 
be back with a vengeance. 

The opposing view forcibly stated by Mr Sproul also received a measure 
of support both from other members of the Open Market Committee and 
in academic circles. Mr Sproul argued that the limitation to the short end 
of the market greatly weakened the efficiency of this key weapon of credit 
control. ‘The so-called ‘ Bills Only’ thesis, he maintained, ignored the 
frictions that impede the transmission of effects from one part of the market 
to another; in practice there might be times when quick results could be 
obtained only by operating directly in either medium-term or long-term 
securities. For example, both borrowers and lenders might be tied to the 
“ short end’”’ of the market as a result of their short-run seasonal needs: 
or long-term rates might not be affected by a rise in short rates because of 
expectations that this would be short-lived. 

It was held further that action calculated to introduce a degree of market 
uncertainty about longer-term yields can be an important weapon of official 
restraint. Banks can thereby be induced to safeguard their liquidity by 
restricting loans rather than relying on possible sales of securities. Extreme 
uncertainty, of course, would discourage dealers both from holding inven- 
tory and from anything more than the minimum of activity; but all that 
Mr Sproul seemed to be advocating was that dealers should not be led to 
assume that the Fed would confine itself almost entirely to one part of the 
market. Instead of taking action, when necessary, to “* correct disorderly 
markets ’’, Mr Sproul would have preferred preventive action. In practice, 
the difference between the respective approaches seems to have been over- 
emphasized; the majority decision of the Open Market Committee on 
November 30, 1955, to support a Treasury issue of one-year certificates was 
an indication that policy is guided more by market possibilities than by the 
formal wording of a decision. 

In addition to open market operations, which over recent years have 
formed the main basis of quantitative credit regulation, the Board of 
Governors is empowered (under a 1935 amendment) to widen or narrow 
the credit base by varying the minimum reserves that member banks are 
obliged to maintain in relation to both net demand and time deposits. In 
the early post-war years (particularly in 1948 and 1949), these ratios were 
changed on a number of occasions. Since 1951, this method of adjustment 
has not been used to the same extent. ‘There have been no changes since 
mid-1954, when the three categories of member banks—central reserve 
city, reserve city, and country banks—were required to keep in reserve 
balances 20, 18 and 12 per cent respectively of net demand deposits and 
5 per cent of time deposits. 

This technique now appears to be regarded as a relatively clumsy means 
of adjustment. Even a small change in required ratios involves fairly sub- 
stantial variations in the dollar volume of bank reserves; as a technique of 
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effecting a gradual addition to or reduction in available reserves, open 
market operations can be far more delicate and flexible, leaving the banks to 
adjust their positions in accordance with individual needs. Nevertheless, the 
variation of reserve requirements would be the more appropriate technique 
in effecting a reduction in the excess reserves customarily maintained by 
“country ’”’ banks. Alternatively, there may be occasions when the 
authorities wish to administer a “‘ shot in the arm” by reducing reserve 
requirements to ward off recession. Hence, resort to this weapon may still 
be a useful supplementary means of control. 

Bank reserves may also be supplemented locally by advances from Federal 
Reserve Banks to commercial banks at the prevailing Reserve Bank dis- 
count rate. Such facilities are granted as a privilege of Federal Reserve 
membership and not as a right. In the early years of the System, the 
emphasis was primarily on the actual discount of eligible paper. Nowadays, 
the banks usually seek an advance from their Federal Reserve Bank against 
a pledge of Government securities held in safe custody with it. 

A member bank may borrow from the Fed for the following purposes: 
(i) to cover a short-term deficiency in reserves; (ii) to accommodate the 
seasonal requirements of its customers (e.g. in agricultural or tourist areas) ; 
and (iii) to satisfy an extraordinary need of funds as a result of an unex- 
pected or sustained withdrawal of deposits (e.g. in consequence of a natural 
disaster such as drought or flood). Finally, the Reserve Banks would 
always act as lenders of last resort at a time of general stress. Funds may 
be borrowed for a period of up to fifteen days, and such advances may 
be renewed. However, City banks usually borrow only for a day or two at 
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atime. It is assumed that as the pressure abates, every effort will be made 
by borrowing banks to repay their indebtedness as quickly as possible. 
Under ordinary conditions, the continuous use of Federal Reserve credit by 
a member bank over a considerable period is not regarded as appropriate. 

It is commonly asserted that the majority of member banks are dis- 
inclined to borrow from the Fed; and in the past, there have been periods 
when many banks made little use of these facilities. In recent years, most 
city banks have been borrowing from this source both more frequently and 
in larger amounts. The evidence suggests that any remaining prejudice 
against such borrowing is being broken down fairly quickly when money 
is tight. Few banks to-day do not borrow from the Fed to some extent— 
though certain banks remain markedly reluctant to do so. 

A few banks at the other extreme have from time to time been in danger 
of becoming “‘ continuous borrowers ”’ at the Fed. Any such tendency is 
closely watched. Some banks, admittedly, are subject to seasonal fluctua- 
tions in their business to a much greater extent than others—-though they 
are expected to make due provision for such variations, and many of them 
manage to do so. Since the required reserves of city banks are averaged 
over a weekly period (for “‘ country ” banks the period is semi-monthly), it 
is not sufficient to define continuous borrowing in terms of the number of 
consecutive days of indebtedness: the significant indicator is the extent to 
which banks borrow in consecutive periods. Other points that may warrant 
scrutiny are the size of borrowings in relation to capital funds or required 
reserves. 

No precise formula can be applied in defining the “ continuous bor- 
rower ’’; and although there is evidence of a common approach, practice 
varies to some extent from one Reserve Bank to another. If an analysis 
of a bank’s record indicates an abuse of discount facilities, the case will 
receive the special attention of the Discount Committee and (possibly) of 
the board of directors of the Fed concerned. ‘The primary objective will 
be to establish the reasons for any apparent abuse, and where appropriate 
there will be consultations with the bank concerned to work out a remedial 
programme. Usually, heavy borrowing can be explained satisfactorily and 
arrangements made for its reduction. Really difficult cases are rare. In 
any event, the Fed is anxious to influence the behaviour of banks more by 
persuasion and education than by wielding the big stick (for example by 
refusal of facilities). 

Authority to regulate the amount of member banks’ borrowing within 
the general terms of agreed policy is in the hands of the individual Reserve 
Banks themselves; but responsibility for fixing the discount rate is less 
clear cut. ‘The various Reserve Banks have the power “to establish from 
time to time, subject to review and determination of the Board of Governors ”’ 
the rates of discount to be charged. In practice, the level of discount rates 
that is regarded as appropriate emerges from the discussions of the Open 
Market Committee, but there have been occasions when the rate of one 
Federal Reserve Bank has been moved earlier or later than the rates of other 
banks. Further, in some Districts the actual movement in rates may diverge 
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from that generally adopted.* The views of local boards of directors 
must be given due weight, and opinions may legitimately differ on questions 
of the timing and amount of change. In practice, the board of directors 
of each Federal Reserve Bank decides upon the discount rate that it regards 
as appropriate in the light of current credit conditions—subject to the 
approval of the Board of Governors. ‘The Board undoubtedly possesses the 
final authority. 

To the English observer, accustomed to the operations of the central 
bank and its agencies being shrouded in secrecy, one of the most striking 
characteristics of the Fed is its great efforts at self-explanation. ‘These are 
conducted through occasional press interviews, lectures and seminars, and 
above all through a wide range of publications, both by the Reserve Board, 
with its monthly bulletin, and by individual Reserve Banks. ‘The Fed aims 
to put over its policy not merely to the large number of commercial banks 
but also to the public at large. 

From time to time the actions of the Fed are subject to the scrutiny of 
Congress. In consequence, the Fed has been forced to operate almost as if 
it were in a goldfish bowl. It is possible that on occasions this degree of pub- 
licity may have made it rather too self-conscious, and inhibited the more 
vigorous application of policy (e.g. in raising its discount rates earlier and 
to higher levels) for fear of inviting political interference and some loss of 
independence. If this has been so, it is unfortunate, but on a balance of 
considerations it seems a small price to pay for the very real advantage of 
an informed public opinion. Indeed, increased public knowledge of its 
functions and purposes may itself have provided the best possible defence 
against arbitrary political pressure. 


* The rate 1n operation when restrictive action was taken towards the close of 1954 was 
14 per cent. Beginning in April, 1955, this was raised in six steps to 3 per cent. The 
Federal Reserve Banks of San Francisco and Minneapolis went to this rate in April, 1956, 
and the remainder in the following August. 
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Lombard Street in 
Calmer Waters 


By J. GRAHAME-PARKER 


‘T’ is safe to say that no other section of Britain’s credit mechanism has 

encountered such varied conditions and such varying changes of fortune 

as a result of the working of official monetary policy in recent years, 

and especially in the past thirty months, as the London discount market. 
The first eighteen months of the latest phase of dear money inaugurated 
with the Bank rate increases of early 1955 stirred up extremely rough 
weather in Lombard Street. In a number of houses the whole of the 
inner reserves accumulated in previous years was used up in covering 
capital losses. In the past year, again an eventful one in the market, 
much of the loss has been made good, and current margins, especially on 
bills, have been high; but this itself has led to a further and uncomfortable 
outside encroachment on the traditional business of bill dealing. 

The worst hit in the opening phase of dearer money were those houses 
that were most heavily engaged in bond dealing when the change in policy 
occurred. Last year five houses disclosed uncovered book losses that were 
almost as large as, and occasionally even larger than, published reserves; 
and in the profit and loss account seven showed a “ balance ”’ after transfers 
from contingency reserves in place of a true current profit. In the words 
of The Banker’s last article in this annual series, the market came through 
the storm “‘ without disaster, but by no means without damage ”’. 

What was needed was a good, steady run; and in many respects that is 
just what the market has now experienced. It has enjoyed fairer winds and 
smoother sailing—even if not altogether free from squalls which have 
called for skilful navigation. For the second consecutive year the market 
had to meet the effects of a further rise in Bank rate in early 1956. In the 
light of the storms and stresses experienced as a result of the two increases 
in the previous year it might have been expected that this further shock 
would have provided the coup de grace. But this was not so. Bank rate 
had already been talked to 6 per cent and beyond, so that when the increase 
to 55 per cent was made markets generally were already conditioned to it, 
and the effect on the bond market was less convulsive than in 1955. 
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The discount market could then begin to consolidate its gains from dearer 
money; and even the grave events in the political and economic spheres— 
the upheaval in the Middle East and the almost constant strain on the 
sterling exchange-—had a relatively small and transient impact on the course 
of the market. During the greater part of 1956, despite strong competition 
for ‘l'reasury bills from outside quarters, the rate held above 5 per cent, 
yielding fully # per cent more than the average cost of borrowing money 
to finance portfolios. ‘Towards the end of the year, the dual impact of a 
tendency of the banks to insist that discount houses should take a smaller 
proportion of their call money at the basic rate and of a decline in the bill 
rate involved an appreciable narrowing of the margin, but it remained 
very comfortable by comparison with that before 1955. 

By early December most houses were probably showing a running profit. 
This was a welcome turn of affairs in view of the losses still to be made 


TABLE I 


MONEY AND BILL RATES, 1955-57 
(Bank rate shown in black on days of change)* 


Feb 24, Feb 16, Feb 2, Keb 7, May 4, June 15, 


1955 1956 1957 1957 1957 1957 
8) 8) oO oO 0 0 
0 oO oO 0 oO 0 
sank Rate - - 40 53 54 5 5 5 
Discount Rates: 
Bank Bills, 3 Mths 3 48 Dh 4 ih-4} 43-4 % 4-4 1 4-41 
9 9 4 9? 3 16 3 § 8 4 16 44 4; 4 i, 4 ts 4 -41 
eevee Seevareene| > Same; ©; Se | ms a | a 
Trade Bills, 3 Mths.. 44-45 6-64 53-64 54-6 54-6 54-6 
”? 9 9 43-4 6 65 53 5 53 6 54 6 53 *) 
= a ee 43-53 6—7 Sj-6} 543-64 53-64 53-54 
Treasury Bills: 
Allotment rate 75/5.32d 105/5.88d 90/10.07d 84/8.39d 74/9.00d 77/3.26d 


Clearing Banks’ Short 


Money Minimumt 27 33 33 3 | 3! 3! 
Floating Money (max) . . 3] +} J 33 33--37 3}--32 
Clearing Banks’ Deposit 

Rate ie is 2% 33 3} 3 3 3 


* For days of Bank rate change, all rates except the clearing banks’ “ fixed’’ rates are 
those for the following day. 


Applicable to ‘‘ good ’’ money. 
Tt App g 


good. ‘There was by this time a growing demand in financial circles for a 
cut in short-term interest rates; and, how justifiably is not clear, the remarks 
of the Governor of the Bank of England at the Mansion House in October 
were widely interpreted as showing sympathy with this school. After a 
temporary setback at the time of the armed intervention in Egypt, and 
despite a warning in December by the Chancellor of the Exchequer of the 
importance of keeping monetary policy firm, the pressure for lower rates 
intensified; largely in anticipation of a Bank rate reduction, outside investors 
at the ‘Treasury bill tenders, followed by the market, progressively raised 
their bids. 

No obvious brake on this decline in bill rates was imposed by the 
authorities, Visits to the Bank were enforced on fewer occasions and then 
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for only small amounts; and rates on day-to-day money declined. By the 
eve of the Bank rate reduction in early February the tender rate had fallen 
to 1 per cent below Bank rate. ‘The tender on the morrow of the change, as 
that a year earlier when the rate was raised, saw an unexpectedly sharp move 
in the bill rate. Subsequently, a steadying influence was exerted by efforts 
to tighten credit in the short loan market, and also by labour troubles and 
weakness of sterling, but the check was short-lived. ‘The Bank seemed 
reluctant to wield the monetary weapon with full vigour. In its occasional 
efforts to slow down the fall in bill rates the sums involved were small, 
while on other days large amounts of assistance were given to save the 
market from penal borrowings. Small wonder, therefore, that the outside 
tenderers were unimpressed and that the discount houses found official 
tactics unusually hard to understand. In these circumstances the market, 
anxious to replenish its bill portfolios, kept its rate competitive. 

The competition for tender bills, moreover, was intensified by a remark- 
able contraction in the supply, which continued long beyond the regular 
seasonal peak of tax collection. Even now, the tender issue has risen only 
modestly above its mid-April low point. Between the end of 1956 and 
mid-April the issue fell by £750 millions—easily a record decline com- 
paring with £290 millions in the corresponding period in 1955; the 
total outstanding dropped to £2,830 millions, its lowest for four years. 
The most important factor in this exceptional run down was the large 
receipt of cash by the Government from its net sales of gilt-edged stocks 
in the early weeks of 1956, which had its counterpart in an excess of bonds 
in the discount market. ‘This contributed to the weakening in that market 
once expectations of a further fall in Bank rate subsided, after which the 
bill rate also rose somewhat, from its low point of 3? per cent in early May. 

Despite this Jatest setback, the bond worries of the market have receded 
to a great extent in the past year. ‘The buoyancy of the bond market early 
this year permitted switches out of securities obtained before 1955 at a 
relatively small capital loss, and most of these low-yielding securities have 
now matured or have only a few months to run. Most houses have cer- 
tainly re-adjusted their portfolios by moving into the shortest-dated stocks, 
with current yields above average money costs. 

‘l'wo important changes in the market’s method of operation have taken 
place in the last few months. The first has been in the weekly tender for 
Treasury bills. ‘The discount houses continue the practice, which dates 
from the ’thirties, of submitting a single tender at one price for an amount 
to cover the needs of all houses, and of a minimum of the total offer; but 
in the closing weeks of 1956 it was decided to permit individual houses to 
submit bids at a price, equivalent to about 1/32 per cent in the rate, above the 
price of the common tender and to the extent of 15 per cent of their 
~ quota’ in that tender. ‘This has introduced a measure of competition 
within the discount market; but above all, of course, the new flexibility has 
enabled the discount houses to withstand outside competition more success- 
fully. How successfully it is unfortunately impossible to tell; since the 
published figure of the allotted portion of the market’s common bid no 
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longer provides a guide to the market’s total allotment, it has not been 
possible to continue the regular analysis in this series of the market’s 
turnover of ‘Treasury bills. 

The second innovation was in the arrangements for call loans from the 
clearing banks. Since early 1955, when the banks ceased to lend to the mar- 
ket at virtually inflexible rates (scaled in three tiers according to the security) 
the principle of operation had been that about two-thirds of the money 
should be lent at the basic rate of 1? per cent below Bank rate and that 


TABLE II 


NET PROFITS AND EQUITY DIVIDENDS 


Profit figures marked with an asterisk and italicized are not comparable with other 
years; they were computed after transfers of undisclosed amounts from contingency 


reserves or after charging realized investment losses to those reserves. 


Scrip bonuses are shown in brackets; allowance must be made for these when comparing 


dividend rates from year to year. 





1954-55 1955-56 1956-57 
Years to dates as shown - £ £ 

Union Discount 505,308 390,937* 420,769 
Dec 31 123% 123% 124% 

National Discount 451,654 105,725* 202,103 
Dec 31 12% 10% 10% 

Alexanders Discount 305,100 13,400* 65,400 
Dec 31 124% 74% 738% 

(1 : 1)t 

Cater, Brightwen.. 160,780 83,575* 113,767 
April 5 15% 15% 18% 

Ryders Discount .. 79,801 102,806 214,411 
May 31 74% % 10% 

Gillett Bros Discount 171,901 735,925* 87,515 
Fan 31 124% 113% 114% 

(1: 9)t 

Smith, St Aubyn.. - ” 49,745* 55,222* 166,722 
March 31 10% 10% 123% 

Jessel, Toynbee. 73,793 32,765* 117,327 
March 31 10% 10% 10% 

Allen, Harvey & Ross _.. és 70.75 2* 80,518 120,035 
April 5 10% 10°, 10% 

2:7)8 

King & Shaxson .. “ i 65,412 95,008 168,675 
April 30 123% 124% 124% 

(2: 7) (1 : 3)f 

Seccombe, Marshall & Campion — 57,117 75,286 
April 30 10% 10% 

(1 : 4)! 


+ Capital reorganization to discharge reserve liability had the effect of a scrip 
distribution of 100%. 

t Bonus shares not ranking for dividend until following year. 

§ Bonus shares ranked for final dividend. || Bonus shares ranked for whole dividend. 


the remainder should carry fluctuating rates dependent upon conditions in 
the market. ‘This system could not in practice be operated with precision, 
and deviations from the broad “ target” distribution tended to become 
more marked. Even so, the effect had been to keep the average rate on 
the clearing banks’ money significantly below that earned by other lenders. 

After the Bank rate reduction, several banks suggested more flexible 
arrangements; and the upshot is that the two-to-one principle has been 
abandoned and no alternative common formula has been put in its place. In 
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practice, the individual banks have mostly managed their money in much 
the same way as they had started to do before the Bank rate change; the 
broad aim seems to be that the market secures, as nearly as possible, about 
half its regular money at the basic level and the rest at varying levels, 
generally giving the banks an average return of 34 per cent (compared with 
the minimum of 3} per cent). 

The favourable turn in general conditions for the discount market is 
reflected in the financial experience of all the individual houses. But 
partly because of the differing accounting dates and, it must be confessed, 
partly once again because of different degrees of skill, foresight and judg- 
ment, the latest batch of balance sheets present some interesting contrasts. 
The relative strengths within the group of houses, indicated in Table III, 
have again been strikingly altered. It would seem that those houses that 


TABLE Ill 


PORTFOLIOS AND CAPITAL, 1956-57 
(At varying balance sheet dates, as in Table II) 














(£ mns) 
Published 
Capital Invest- Bills Tota 
Resources ments Portfolios 
Union Discount Co of London Ltd 8.901 72.68 163.61 236.29 
National Discount Co Ltd 5.964* 83.59 100.96 184.55 
Alexanders Discount Co Ltd 4.767* 32.87 60.19 93 .06 
Cater, Brightwen & Co Ltd 2.762 20.75 63.70 84.45 
Ryders Discount Co Ltd .. 2.452 18.65 54.75 73.40 
Gillett Bros Discount Co Ltd 2.135 19.23 57.56 76.79 
Smith, St Aubyn & Co Ltd 1.808 20.81 50.23 71.04 
Jessel, Toynbee & Co Ltd 1.530 15.46 32.49 47.95 
Allen, Harvey & Ross Ltd 1.491 14.73 32.81 47.54 
King & Shaxson Ltd - - 1.413 12.93 36.05 48.98 
Seccombe, Marshall & Campion Ltd 8.800 6.98 25.92 32.90 
Total a 4 .. 34.023 318.68 678.27 996.95 














* Before adjustment for investment depreciation (excess of balance-sheet valuation over 
market value at date of accounts). The figures are given on page 472. 


in the previous year had kept short throughout or had cut their losses at 
an early stage, reaped the benefit of being able to indulge in profitable 
switching or re-investment; some of the smaller houses were particularly 
well-placed because the size of their books compared with those of the 
bigger houses gave them greater manoeuvrability. And, as noted below, 
the accounts of most of the small houses benefited from the fact that they 
were drawn up after this year’s Bank rate change. 

The published balance sheets this year cover eleven of the twelve houses. 
Following Ryders Discount in the previous year, Seccombe Marshall & 
Campion, the house that acts as agent for the Bank of England, has secured 
a quotation for its £250,000 of Ordinary shares during the past year, leaving 
only Clive Discount as a private company. As can be seen from Table V, 
setting out the compounded balance sheets of the eleven companies, the 
aggregate bond portfolio, which had dropped by more than £50 millions 
for the ten houses twelve months previously, showed very little change this 
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time at {318.7 millions; while the bill portfolio, which showed virtually no 
change a year back, contracted by £53.4 millions to {678.3 millions. ‘Thus 
the total portfolio of bills and bonds of the eleven houses at their several 
accounting dates, at {997 millions, was down by some £55 millions. 

All but two of the companies added to their bond holdings during the 
latest accounting period, the increases ranging from 11 per cent for Jessel 
Toynbee to 57 per cent for Cater Brightwen—this being one of the two 
houses (the other was Gillett Bros) that made substantial reductions in 
1955-56. The two exceptions were Alexanders, which cut back its bond 
book by nearly £21 millions, or by more than 37 per cent, and the National 
Discount, showing a reduction of £19 millions, or some 18 per cent. 
Alexanders, having ventured further from the shore in earlier years than 
other houses, experienced more troubled waters. ‘The company had already 
in 1955 brought about a considerable reduction both in the total and the 
length of its bond holdings, but a review in the early part of last year con- 


TABLE IV 
MONEY MARKET SHORT BONDS, 1955-57 


Net Prices 





mn, fom 
End High Low End High Low June 17 
Serial Funding 2}% 1957.. 96 3 97 5 95; 97} 99} 97 #3 991 
Oct 30. Mar 15 Fune 17 Jan + 
Conversion 4% 1957-58 .. 99 2 993 972 98 2s 99 Ih 98 3 99 #. 
Feb 6 Mar 23 May 9 Jan 1 
Conversion 2% 1958-59 .. 924 943 91} 94 > 96%, 9435 96% 
July 26 Feb17 Fune 17 Fan 2 
War Loan 3% 1955-59... 94% 954 934 954 974 954 963 
Dec 31 Feb 27 Mar 11 Fan 4 
Exchequer 2% 1960 . OE 92; 88; 913 934 D145 O38 
Aug 22 Feb 17 May 16 Fan 4 
Exchequer 3% 1960 a 95 92} 944 96} 945 96% 
Fuly 23 Feb 17 May 21 Jan 4 
Funding 24% 1956-61 - 89 13 91% 838 43 903 92% 903 923 
Oct 30) Mar 15 Vay10 JFan4 
Conversion 44% 1962 _ —- 98% 963 962 993 96% 98% 
July 23. Dec 28 Feb 8 Fan 1 


Gross Redemption Yields 





1955 --———— 1956 -——_—- — —- 1957 ———_—, 
End Low High End Low High June 17 
£eéde £e@ £Lee@g£L_isvn dé Led £oeded Esa 
Serial Funding 
24% 1957 a ees . ) oe flO > he on oe oe oe oe oe oe oo 
Conversion 
4% 1957-58 .. 462 45 6 5128 569 461 556 49 1 
Conversion 
2% 1958-59 .. 412 3 45 6 5 610 419 7 46 4 418 9 49 4 
War Loan 
3% 1955-59 .. 413 3 4797 5011 41410 438 415 0 48 § 
Exchequer 
2% 1960 - 412 1488 5 § 5S 5§ OG 460 419 5 410 8 
Exchequer 
3% 1960 - 49 2 48 3 5 41 41911 481 504 49 9 
Funding 
24% 1956-61 .. 415 7 410 0 53 0 419 1 4 810 41911 412 7 
Conversion 
44% 1962 ‘s _-- 416 7 551 55 0 4143 55 0 416 7 
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vinced the management that further action in this direction was needed; 
at the end of 1956 the bond portfolio of £32.9 millions was barely 45 per 
cent of its level two years earlier. 

The National Discount, it may be recalled, had a year previously increased 
its bond holdings—most surprisingly under the circumstances—but about 
£36 millions of the book then consisted of the 1954-56 bonds paid off last 
August. It can thus be presumed that the decline in the past year involved 
no capital losses. On balance, about half of these maturities were invested 
in other bonds. It is to be noted, too, that this company offset the drop 
in bonds by expanding its bill book by more than {£17 millions, thus com- 
pleting the contrast with the movement a year earlier. The only other 
houses to add to their bills, by small amounts, were King & Shaxson, Ryders 
Discount, and Seccombe, Marshall & Campion. Alexanders reduced its bill 
holdings by £19.1 millions, to £60.2 millions; other houses to report size- 
able contractions in bill cases were the Union Discount (£36.3 millions), 
Cater Brightwen ({8.3 millions), Gillett Bros (£9.4 millions) and Smith 
St Aubyn ({£13.7 millions). Only four houses increased their total trading 
portfolios of bills and bonds. 

At the crest of gilt-edged values in 1954 the total capital resources of the 
twelve discount companies probably stood around {£45 millions; at the 
worst point of 1955-56 they were below £30 millions. At present they are 
estimated to be around £36 millions. Any attempt to estimate the whole 
market’s aggregate book at the moment involves greater guesswork than 
ever; all that can be said with certainty is that it is considerably smaller 
than the aggregate of the eleven companies at their several accounting dates. 
The bill total, for reasons already mentioned, has dipped appreciably and 
may be as low as £550 millions. At its peak in mid-1951 the market’s 
bill portfolio probably reached £850 millions; the difference affords some 
guide to the severity of competition in recent years. ‘The total bond holding 
of the twelve houses may now be guessed at around £340 millions, or at 
perhaps £15 millions more than at this time last year; the severe contraction 
in bills has itself forced houses into bonds. 

The re-expansion in the supply of commercial paper that began in 1953 
has continued in the past twelve months, though at a reduced rate. The 
squeeze on bank advances continues to encourage borrowers to take up 
unutilized lines of acceptance credits; and it seems that more trade paper 
has been drawn. No true estimate of the total of commercial paper is 
available. ‘The aggregate of re-discounts shown in the balance sheets was 
actually lower on the year by £17.6 millions at {78.4 millions; however, this 
was due largely to the drop of some {11 millions shown by the Union Dis- 
count, which stated in its report that the actual volume of its commercial bill 
business was higher than in the previous year. Cater Brightwen reported 
that its turnover of bank paper increased by about 20 per cent, while the 
other companies that commented on this side of their business intimated 
that it had been maintained. A rough guess at the volume of prime bank 
paper in the London market as a whole puts it at over £150 millions. It 
should be noted that when high returns are offered by commercial paper, 
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many of the overseas banks are induced to retain a larger proportion of their 
bills in their own portfolios. 

The most spectacular profits statements, not surprisingly, come from the 
companies whose figures were struck after the cut in Bank rate in February. 
These were able to show the advantage gained from the additional profits 
from bills re-sold, from the lag in the fall of portfolio yields behind the fall 
in money costs, and perhaps most important, from the rise in bond values. 
In this group four houses reported record profits—Jessel Toynbee, Ryders 
Discount, Allen, Harvey & Ross and King & Shaxson; the last three, it 
may be recalled, distinguished themselves in the previous year as the only 
houses showing a true current profit as opposed to a “ balance’ drawn up 
after transfers from contingency reserves; they also, with the Union Dis- 
count and Smith St Aubyn, succeeded in covering depreciation in the book 
value of their investments from inner reserves. ‘This year, all houses showed 
a true profit, and all except the National Discount and Alexanders showed 
investments at market value. 

The accounts of the Union Discount, the National, Alexanders and 
Gillett Bros showed the effect of the rise in Bank rate in 1956 but missed 
the cut and the buoyant bond prices of early 1957. ‘The National and 
Alexanders were two of the five companies that a year ago showed uncovered 
depreciation in investments; and they had to repeat this practice at end-1956. 
But whereas the National’s “‘ gap ”’ was reduced by £744,000 to {2,484,000 
(3 per cent of book value), Alexanders—despite the further retrenchment— 
showed virtually no decline in its disclosed depreciation at {2.6 millions, so 
that the percentage depreciation rose to 7.9 per cent. In the past few 
months, however, the company has begun to recover from the setback. 
Gillett Bros, whose bond transactions were less actively conducted during 
its accounting year, included investments this time at market value with the 
help of a transfer of £100,000 from profit and loss account, whereas a year 
ago they stood in the books at £425,000 above market value. Cater 
Brightwen, another house to show an uncovered depreciation last vear, now 
includes a considerably increased holding at under market price. 

Of the eleven companies, only two actually increased the rate of dividend 
—Ryders Discount from 7} to 10 per cent, and Smith St Aubyn from 10 to 








ENGLISH TRANSCONTINENTAL 
LTD 
69 Old Broad Street, London, E.C.2 


MERCHANT BANKERS 


Directors: 
SIR IAN R. H. STEWART-RICHARDSON, BT. THE RT. HON. THE EARL OF HARDWICKE 
WALTER STRAUSS R. BITTLESTONE 


Telephone: London Wall 5515 (6 lines) Cables: Engtrans, London 

















4 


| - 











12} per cent; but Allen, Harvey & Ross, which announced a scrip bonus 
in February of two-for-seven, raised its effective distribution from 10 to 
11? per cent as the additional shares ranked for the final payments, and 
Seccombe, Marshall & Campion repeated its dividend of 10 per cent on a 
capital increased from £200,000 to £250,000. King & Shaxson, while 
making no dividend change, recommended a scrip issue of one-in-three. 
The most important and significant pointer to the year’s recovery was 
the indication given by all and sundry that the improvement in working 
conditions had enabled them to replace, or substantially replace, the inner 
reserves absorbed during the storms of 1955-56; the chairman of one house, 
Smith St Aubyn, revealed that inner reserves now stand at a figure very 
considerably in excess of anything in the company’s history. The pro- 
cess of rebuilding by the market as a whole has proceeded further since 
the dates of the balance sheets. On a long view, however, the ratio of 


TABLE V 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1952-57* 


(4 mns) 
1952-53 1953-54 1954-55 1955-56 1955-56 1956-57 


Ten Companies Eleven Cos* 
































Published Capital Resourcest 30.6 31.7 32.9 32. 8t 33.6¢ 34.0F 
Bills 757.4 682.9 706.8 707.35 731.7 678.3 
Bonds .. 295.3 368 .4 367.4 314.7 320.6 318.7 
Total Portfolio 1052.7 1051.3 1074.2 1022.2 1052.3 997.0 
Re-discounts .. en 60.0 76.0 101.3 96.0 96.0 78.2 
Loans and Deposits .. 1034.4 1047.4 1071.8 1010.7 1042.1 991.7 


* For 1955-56 and 1956-57, excluding Clive Discount Co, no accounts for which are 
published. Figures for earlier years (and italicized figures for 1955-56) exclude also 
Seccombe, Marshall & Campion Ltd, which became a public company last year. Balance 
sheet dates for the eleven companies, as shown in Table II, range in the three latest periods 
from December 31 to the following May 31 (and from September 30 in the first periods). 

+ The customary calculation of ratios of published capital to portfolios and liabilities has 
again been omitted from this year’s analysis because of the distortion still caused by invest- 
ment depreciation. ‘‘ Uncovered’’ depreciation shown by five houses in 1955-56 and 
two 1n 1956-57 at the date of their accounts totalled £6.9 millionsand £5.1 millions respec- 
tively. If the capital resources as published were abated by this amount, the aggregate for 
the eleven houses would be £26.7 millions and £28.9 millions respectively. 


published capital and reserves to bonds is, in some cases, lower than that 
at which the market has normally been expected to aim and the potential 
risks are much greater now than when this convention was first evolved. 
Bill portfolios, on the other hand, are uncomfortably low. If the discount 
market is to avoid a permanent loss of a sizeable part of the business in bills 
to other institutions, it may have to countenance a further fall in the margin 
over call money rates. While, therefore, the technical position is now 
stronger and the companies are richer by far than twelve months ago, there 
is a widespread feeling that current favourable conditions could be temporary. 

Finally, it must be observed, the rdle and efficiency of the market is now 
bound to be assessed by the Radcliffe Committee. The market is con- 
fident that it will be able to adapt itself, as it has so successfully and ably 
done in the past, to changes in underlying conditions and to maintain its 
key function in the country’s financial mechanism. 
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AMERICAN REVIEW 








ENEWED anxiety about the 
President’s health brought a 
brief flurry in the stock markets 

in early June, with some fairly heavy 
selling and declines ranging to $3 
within an hour or so. Fortunately, Mr 
Eisenhower’s stomach upset induced 
by blueberry pie was soon seen in 
perspective, and the markets regained 
their nerve. ‘The Dow Jones industrial 
average rose, somewhat haltingly, to a 
new high level of 513 for the current 
year, though subsequently there was a 
small setback. 

Two other events in the political 
sphere of importance to the business 
community occurred last month. In a 
decision that seemed to carry the im- 
plication of a wider assault against 
‘‘ Big Business’’, the Supreme Court 
declared that the holding by E. I. du 
Pont de Nemours and Company in the 
General Motors Corporation was a 
violation of the anti-trust laws. A 
decision in this suit (originated as long 
ago as 1949) was bound to be of first 
importance. In du Pont, the Govern- 
ment was challenging the largest and 
most diversified producer among the 
American chemical giants, while 
General Motors ranks as the largest 
single manufacturing group in_ the 
United States, having a gross revenue 
of almost $11,000 millions in the latest 
financial year. 

The suit broke new ground, more- 
over, because for the first time in the 
record of anti-monopoly cases it chal- 
lenged the process of “vertical ac- 
quisition’’ and because it was applied 
to deals which had taken place so many 
years before (1917-20). ‘The successful 
contention of prosecuting counsel was 
that du Pont’s stock purchases had been 
made not for strictly investment pur- 


poses but in order to “‘ dominate ”’ the 
GM market for its products. Prior 
to the filing of the suit, du Pont supplied 
about two-thirds of the motor com- 
pany’s paint and almost one-half of its 
motor fabrics. 

After the initial shock, the reaction 
to this decision has sobered down 
somewhat. It is recognized that the 
Court has reached an “ individual ”’ 
rather than a “ blanket ’’ judgment and 
that any other company that might be 
vulnerable would be singled out for 
specific action on lines applicable only 
to itself. ‘The other safeguard is that 
the Supreme Court has left to a lower 
tribunal broad discretion on what it 
describes as the “* equitable relief neces- 
sary and appropriate in the public 
interest ’’. It seems that du Pont might 
sell its GM stock (it holds 63 million 
shares with a present market value of 
$42 apiece so that it would be no mean 
operation); or it might distribute the 
stock to its own shareholders, or create 
a trust in which it held no votes. But 
unless du Pont signs a consent decree 
(which is not likely) practical settle- 
ment of the case may still be some 
years away. 


Mr Humphrey Resigns 


Another noteworthy event was the 
announcement, long-expected, of the 
impending resignation of Mr George 
Humphrey as Secretary of the ‘Treasury. 
Mr Humphrey has long been respected 
for his formidable intellect and powers 
of debate. But he has been less than 
comfortable in office since his com- 
ments earlier this year on the need for 
substantial reductions in Federal ex- 
penditure and on the “ hair-curling 
depression ”’ that would follow if budget 
schedules were not sharply reduced. 
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Mr Humphrey will leave office with 
one of his cherished ambitions unful- 
filled. ‘The ‘Treasury’s marketable debt 
is now overwhelmingly represented by 
short-term and demand _ obligations. 
The First National City Bank observed 
in its April survey that over one-half 
of all public issues fell due within one 
year and about four-fifths within five 
years. Longer-term maturities, Mr 
Humphrey felt, would ease congestion 
in refunding operations, free the Trea- 
sury from undue pre-occupation with 
narket conditions and, _ especially 
important, reduce the volume of 
‘“monetizable debt’’ in times of infla- 
tionary pressure. 

In 1953-54, Mr Humphrey won out 


and the average life of maturities 
lengthened modestly. But Treasury 
experts were then reluctant to press 
long-term issues, since they did not 


want to discourage private invest- 
ment ; and in boom periods (1955 
especially) they have been equally 


reluctant to reinforce other restraints 
by “* disrupting the long-term market ”’ 
Between these points Mr Humphrey 
has had little room for manoeuvre: and 
“‘ the public debt gets shorter every day ”’ 
The new Secretary, whose appointment 
was suggested by Mr Humphrey, will 
be Mr Robert Anderson, a former 
‘“Democrat for Eisenhower’? from 
Texas and president of Ventures Ltd, 
a Canadian mining finance house. 


American Economic Indicators 


1954 1955 1956 


1957 





Feb Mar Apr May 
Production and Business: 

Industrial production (1947-49 = 100) 125 139 143 146 145 145 = 143 
Gross private investment (billion $).. 48.0 60.6 65.4 63.6 — — = 
New plant and equipment (billion $) 26.8 28.7 35.1 46.8 — os — 
Construction (billion $) ‘4 39.6 44.6 46.1 46.2 46.7 46.7 46.9 
Housing starts .. ae .. 101.7 110.7 93.2 65.0 83.0 92.0 102.0 
Business sales (billion $) fe ee Sid 54.0 56.2 55.7 555 — 
Business stocks (billion $) . .. 76.9 82.2 88.5 88.9 89.1 89.2 — 
Merchandise exports (million $) 1,259 1,296 1,589 1,606 2,147 1,862 — 
Merchandise imports (million $) r 85] 849 1,051 992 1,131 1,125 — 


Employment and Wages: 


Non-farm employment (million) .. 48.4 50.1 51.9 51. 
Unemployment (000s). . , . ) 


0 


Unemployment as “, labour force 


Hourly earnings (mfg) ($) .. - 1.81 1.88 1.98 2. 
, 2 


W eekly earnings (mfg) ($) 


Prices: 
Moody commodity (1931 


100) High 4 


1 339 gas Sar 
1 3,882 2,690 2,715 
7 4.3 4.0 4.0 
5 2.05 2.06 2.06 
1 82.21 81.99 81.78 


41 418 442 
Lew 402 390 4027 ‘411 411 406417 


Farm products (1947-49 = 100) 95.6 «89.6 $8.4 88.8 88.8 90.6 89.5 
Industrial (1947-49 = 100) - .. 114.5 117.0 112.2 125.5 125.4 125.4 125.3 
Consumers’ index (1947-49=100) .. 114.8 114.5 116.2 118.7 118.9 119.3 —- 


Credit and Finance: 
Bank loans (billion $) .. 


Bank investments (billion $) .. —. aa 
Bank loans (weekly) (billion $) <i ae 
Consumer credit (billion $) .. ic oe 
‘Treasury bill rate (°).. ad a 

US Govt Bonds rate (9) - . Jae 
Money supply (billion $) ins .. 209. 
Federal cash budget (+ or —) (mill $)-1,¢ 


Notres—Latest figures are preliminary or 
estimated. Yearly figures are given for 
poms ate investment and equipment for 
1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


.6 $2.6 


90.3 89.3 90.6 91.0 — 
3. 78.3 74.8 73.2 72.22 740 — 
4 26.7 31.3 3s «31% S13 31.3 
3 38.7 41.9 40.5 40.5 41.0 — 
> tes 2.66 3.17 3.14 3.11 3.04 
1 2.94 3.11 3.40 3.44 Gao 342 
7 216.6 222.0 218.0 217.2 2195 — 
2 -740 +5,524 +4,802 — — — 


credit show amounts outstanding at the end 
of the period. Moody’s community index 
shows high and low 1954-56, and end-month 
levels. Weekly bank loans are derived from 
partial returns only. Budget figures are 
cash totals. Quarterly figures are shown in 
the middle month. 
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Taking the 
East into account 


Twenty-five years ago you would have found this ‘adding 
machine’ of antiquity in every eastern branch of The Chartered 
Bank. It was of particular use in calculating the intricacies of 
exchange rates which often fluctuated with great rapidity. Today, 
the abacus is being replaced by the slide rule and the electric 
computer. The East is changing but the Chartered Bank remains 
in step, so that its knowledge of eastern trade, travel and in- 
vestment is always up-to-date. This knowledge and a century of 
experience sustain acomplete banking service available throughout 

a branch system, which extends to most centres of commercial 

importance in Southern and South-East Asia and the Far East. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 
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ARGENTINA 


More US Aid ? — The possibility of 
further United States economic aid for 
Argentina has been discussed at talks in 
Buenos Aires between the ‘Treasury 
Minister, Dr Vasena and Mr Vance 
Brand, the vice-president of the US 
Export-Import Bank. It was stated 
afterwards that the Government was 
considering the possibility of arranging 
further talks in Washington. Mr Brand 
revealed that the United States had 
made available some $216 millions to 
Argentina for various financial operations 
since the collapse of the Peron regime. 
This comprised credits of $100 mil- 
lions and $60 millions respectively for 
financing the purchase of transport and 
steel mill equipment and a $56 millions 
private US participation in these projects. 


AUSTRALIA 


The Trade Surplus—Figures for the 
first eleven months of the trade year 
that commenced on July 1, 1956, indi- 
cate that exports over the full twelve 
months will top £A1,000 millions. With 
imports not expected to exceed {A750 
millions, the year seems likely to close 
with a trade surplus of around £A275 
millions, compared with a deficit of £A39 
millions in 1955-56. 


MFN for Japan ?—Negotiations have 
been proceeding with the Japanese 
Government for a new trade agreement 
that would extend to Japan ‘“ most 
favoured nation ”’ treatment. Hitherto, 
Australian import arrangements have 
discriminated against Japanese goods. 


Imports Relaxation—The Government 
has announced that special licences are 
to be granted to “ traditional’”’ im- 
porters of ““A’”’ and “B”’ category 


goods to enable them to enjoy con- 
cessions already granted to traders who 
have entered the importing business 
since the introduction of licensing. This 
is expected to increase supplies of a 
wide range of consumer goods. 


BAGHDAD PACT 


Improving Communications — The 
Economic Committee of the Baghdad 
Pact issued a communique at the com- 
pletion of meetings held in the second 
half of May announcing plans for the 
promotion of trade and communications 
between member countries. ‘The state- 
ment pointed out that the Committee 
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had now embarked on the second stage 
of its activities which would include the 
implementation of some major under- 
takings. ‘The Committee recommended 
that the linking of the capitals of the 
Middle East members of the Pact— 
Turkey, Iraq, Iran and Pakistan—by 
rail, road and telecommunications should 
be given the first priority in planning. 
A detailed study of a possible customs 
union, free trade area or common market 
in the Pact region would be made soon. 


BELGIAN CONGO 


Foreign Loans Guarantee—The Bel- 
gian Government has prepared legisla- 
tion to enable it to guarantee loans 
issued on foreign capital markets by the 
Belgian Congo. ‘The Congo showed a 
deficit in its current account payments 
with Belgium in 1956 equivalent to £94 
millions sterling, according to the annual 
report of the Congo’s central bank. Al- 
though Belgium invested an additional 
£23 millions sterling in the Congo during 
the year and Congo concerns reduced 
their balances of Belgian francs by some 
£115 millions, the colony experienced 


an acute shortage of Belgian francs. 


CANADA 


Conservative Landslide—The Con- 
servative Party gained the largest number 
of seats at the General Election held 
early in June, bringing to an end 22 
years of Liberal Party Government. 
The Conservative Party has not, how- 
ever, an absolute majority, and the 
minority government formed by the Con- 
servative Party leader, Mr Diefenbaker, 
may within a relatively short time call 
for a new general election. In the past, 
the Conservative Party has stressed the 
importance of Commonwealth trade to 
Canada and has favoured the strengthen- 
ing of economic end other links with 
Commonwealth countries rather than 
with the United States. ‘The present 
state of the Canadian economy is dis- 
cussed in detail in a contributed article 
on page 430. 


DENMARK 


Taxes Raised— The new coalition 
government formed after the defeat of 
the Ericcsen administration at the general 
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election has introduced a number of 
measures aimed at stabilizing the coun- 
try’s financial position by reducing pur- 
chasing power. They include the raising 
of duties on cigarettes, tobacco, beer 
and wines, a compulsory savings levy 
designed to raise Kr 200 millions over a 
two-year period and falling on incomes 
of more than Kr 14,000 a year, an en- 
forced reduction of 10 per cent in 
distributions by companies paying divi- 
dends larger than 6 per cent, and the 
tightening of monopoly legislation so 
that price increases on certain goods can 
take place only with the approval of the 
Monopoly Commission. 


ECONOMIC COMMISSION 
FOR EUROPE 


East - West Clearing — After many 
months of discussion on a clearing 
scheme for bilateral balances under 
trade agreements between West and 
East European countries, agreement has 
been reached on a simpler and _ less 
formal scheme than originally envisaged 
by some countries. Provision will be 
made for member countries of ECE to 
clear bilateral balances, but such clearing 
will be on a voluntary basis. It will 
supplement and not replace the existing 
facilities for departing from a bilateral 
framework provided by the use of ster- 
ling, D-marks and other transferable 
currencies. 


EGYPT 


Financial Talks—An official statement 
on the talks between United Kingdom 
and Egyptian delegations on financial 
issues outstanding between the two 
countries, held in Rome towards the 
end of May, explained that, having car- 
ried discussions as far as practicable, 
the two delegations were reporting to 
their Governments with a view to 
resuming contact later. Unofficial re- 
ports described the talks as having 
‘failed’? owing to the Egyptian dele- 
gation’s demand for enormous sums in 
reparation for the damage Egypt suffered 
during the Anglo-French intervention 
at Suez. ‘The British authorities, while 
maintaining the general ban on releases 
from Egypt’s sterling balances imposed 
last July, have agreed to release {£6 
millions from these accounts to enable 
payment to be made for goods ordered 
before the stop was imposed. 

Reinsurance Venture—An Egyptian 
Company for Reinsurance has been set 


479 


up with a capital of £E500,000 sub- 
scribed by 17 Egyptian insurance com- 
panies and Government bodies handling 
provident and savings funds. It will 
undertake reinsurance for Egyptian con- 
cerns which hitherto have depended 
upon foreign companies for these facilities. 


FRANCE 


Liberalization Suspended—The new 
government formed by M. Bourgés- 
Maunoury has suspended trade liberali- 
zation in Europe. ‘This step and the 
prospect for the franc are discussed in 
our opening article. 

Empty Treasury—lIn view of its con- 
tinuing shortage of cash, the ‘Treasury 
sought Parliamentary permission to ob- 
tain an advance of Frs 80,000 millions 
from the Bank of France at the end of 
May. ‘The Bank’s advances to the 
‘Treasury had reached the previous legal 
limit before the defeat of the Mollet 
Government’s plan to levy additional 
taxation. 


EPU Credit—The managing board of 
the European Payments Union agreed 
at the beginning of June to allow France 
to use part of the further credit facilities 
of $50 millions earmarked for use in the 
year commencing on July 1, 1957, to 
meet obligations at the June settlement. 
French sources have denied reports that 
negotiations have been proceeding for a 
loan to be granted to France through 
the EPU system by other European 
countries. 

Bank Merger— The absorption of the 
Banque des Pays de l'Europe Centrale 
by the Banque de Paris et des Pays Bas 
has been approved by the shareholders 
of the former institution. 


GERMANY 


Assets in US—'Talks to determine the 
fate of German property in the United 
States seized during the war were re- 
sumed in Washington at the beginning 
of June, as a sequel to an earlier review 
of issues outstanding between the two 
countries during Dr Adenauer’s con- 
ference with President Eisenhower in 
May. 

Against Revaluation—The president 
of the Bank deutscher Lander, Dr 
Vocke, has asserted that the bank is 
opposed to any revaluation of the mark 
and to liberalization of capital imports. 
It would seek a solution for the problem 
represented by Western Germany’s 
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chronic export surplus in the reduction 
of tariffs, liberalization of imports of 
goods otherwise restricted, the discon- 
tinuance of all forms of export subsidy 
and large-scale capital exports. 


Speed Debt Repayment—Dr Vocke 
pointed out that the D-mark was in 
practice convertible into gold and dollars. 
The confidence it enjoyed could be 
measured by the fact that to-day 65 per 
cent of all German exports were invoiced 
in marks, compared with 9 per cent in 
sterling and 10 per cent in dollars. He 
stated that an excellent short-term way 
of dealing with the country’s large 
foreign exchange surplus was to speed 
up the repayment of German debts. 


Export Credits—The Government has 
approved an increase in the total of 
export credit risks that may be handled 
by the official ‘‘ Hermes ’”’ organization 
from Dm 7,500 millions to Dm 9,500 
millions. ‘Talks have been proceeding 
between West German banks and the 
Federal Association of German In- 
dustries about a plan to create a special 
fund of about Dm 400 millions for the 
financing of long-term export credits for 
capital goods. 


GHANA 


Attracting Foreign Capital — Mr 
Nkrumah, the Prime Minister, has 
pointed to the results of the successful 
co-operation between the Government 
and the ‘Tunnel Cement Company and 
the Pioneer ‘Tobacco Company as 
examples of the welcome that foreign 
investment will have in Ghana. He 
revealed that, among the additional 
measures to encourage foreign capital 
being considered by the Government, 
were a revision of the laws of land 
tenure, a review of company taxation, 
and modification of the present system 
‘“ bonding ”’ Ghana University graduates 
to Civil Service or teaching posts. ‘To 
encourage local participation in industrial 
enterprises, the Government would be 
willing to sell its share in such under- 
takings to local investors if there were 
sufficient demand. 


Imports Exceed Exports—The budget 
statement for 1957-58 provided for in- 
creases in a number of duties and other 
minor changes designed to raise an 
additional £820,000. In presenting his 
budget, the Finance Minister, Mr 
Gbedemah, pointed out that in 1956, 
for the first time in recent history, the 
country’s imports exceeded exports; he 
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declared that the Government would 
not hesitate to introduce import controls 
if it was unable to restore a favourable 
balance by other means. 

Insurance Scheme—The Minister of 
Commerce and Industry, Mr Botsio, 
has announced that a comprehensive 
national insurance scheme is being 
prepared. A national insurance company 
is being formed to handle in the first 
instance the insurance operations of 
public boards and corporations. 


ICELAND 


Bank Nationalization ?>—The Govern- 
ment is seeking Parliamentary approval 
for three bills aimed at securing the 
partial nationalization of the commercial 
banks and other changes in the banking 


system. 
INDIA 


Import Difficulties—The Minister of 
Commerce, Mr Desai, has given a warn- 
ing that the continued fall in the coun- 
try’s sterling balances would necessitate 
a further tightening of import restrictions 
in the second half of 1957. ‘The minister 
emphasized that there could be no 
relaxation of the deferred payments 
arrangements established earlier this 
year by the Government for the import 
of capital goods. He admitted that 
difficulties were arising from the ab- 
sence of institutional facilities providing 
guarantees for import financing of this 
kind. He said that discussions were 
being held with financial, banking and 
other institutions in a number of coun- 
tries and expressed the hope that, when 
these were completed, it might be 
possible to issue licences for capital 
goods on a more liberal basis. 


Payments Gap—The country has con- 
tinued to run a deficit in its external 
payments of the order of Rs 4,000 
millions a year. To deal with the result- 
ing pressure on reserves the Government 
has drawn on the remaining $73 millions 
of the credit line placed at its disposal 
by the International Monetary Fund 
earlier this year. ‘There are indications 
that, in recent months, fears that the 
deterioration in the country’s current 
account would lead to devaluation of 
the rupee have given rise to a flight of 
capital to foreign countries. 


ISRAEL 


“Linked” Insurance Scheme — A 
scheme providing for the issue of life 
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assurance policies linked in value either 
to the official cost-of-living index or to 
the rate of exchange against the US 
dollar has been drawn up by nine local 
insurance companies. Foreign insurance 
companies operating in Israel, however, 
are reported to have declined to partici- 
pate in the plan. 

$30 Millions French Credit—Follow- 
ing negotiations in Paris, it has been 
announced that Israeli importers may 
place orders for goods under a $30 
millions credit that France has agreed 
to extend to Israel, even though con- 
sideration of details has not yet been 
completed. 

IMF Drawing — The International 
Monetary Fund has made available to 
Israel $3,750,000 in US dollars for 
strengthening external reserves. ‘The 
loan is to be repaid within three to five 
years. 


ITALY 


German Capital for South—German 
State funds amounting to Dm 50 mil- 
lions will be used to provide part of the 
finance for two joint Italo-German 
development schemes in Southern Italy 
costing some Dm 220 millions in all. 
The German authorities will find the 
money by drawing on US aid counter- 
part funds. 


JAPAN 


Payments Gap Grows— [he deteriora- 
tion in the country’s external payments 
that set in towards the close of 1956 has 
been accentuated in recent months. 
At the end of May gold and foreign 
exchange reserves were standing at 
about US $1,000 millions, compared 
with some $1,400 millions at the begin- 
ning of 1957. ‘To replenish its own 
foreign exchange reserves, the Ministry 
of Finance has made a series of foreign 
exchange purchases from the Bank of 
Japan. ‘The Ministry of Trade has 
indicated that, in view of the deteriora- 
tion, it will probably be necessary to 
reduce imports of wool substantially in 
the early future. 


MOROCCO 


New Tariff—The Government has now 
introduced its new tariff scale. This 
involves considerable increases in the 
duties payable on certain items, notably 
shoes, clothes, soap and carpets. The 
new structure is intended primarily to 
protect Moroccan industries. 
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NEW ZEALAND 


Britain Limits Commitment — The 
main result of the trade discussions 
with the United Kingdom authorities 
has been an undertaking by the British 
Government to continue to allow un- 
restricted imports of New Zealand 
dairy products on a duty-free basis for 
a period of ten years. Arrangements 
have also been made for representatives 
of the two countries to hold meetings in 
November of each year to discuss their 
agricultural production and marketing 
policies. During the discussions the 
New Zealand delegation put forward the 
view that only a limitation of foreign 
imports into the United Kingdom 
market could ensure a stable market for 
New Zealand’s products in Britain. 
The British delegation pointed out in 
reply that Government policies pre- 
cluded the imposition of import restric- 
tions or an upward revision of prefer- 
ences in order to protect New Zealand’s 
interests. 


PAKISTAN 


Repaying Silver—It has been an- 
nounced that Pakistan is returning to 
the United States immediately 15 million 
ounces of the 37 million ounces of silver 
borrowed under Lend-Lease arrange- 
ments during the war. ‘The Government 
is understood to have asked for extra 
time for the repayment of the remaining 
22 million ounces. 


POLAND 


$95 Millions US Credits—The United 
States authorities have agreed to grant 
credits to Poland to the value of $95 
millions. ‘This is a much smaller sum 
than the Polish authorities requested 
when negotiations between the two 
countries began early in 1957; originally, 
moreover, the Poles hoped for aid rather 
than loans. Half of the credits will be 
granted immediately, mainly for surplus 
farm commodities and mining machinery. 
The balance is to be released under a 
supplementary agreement that it is hoped 
to complete soon. 


TURKEY 


Aid from Russia ?—To explore recent 
Soviet offers of aid for Turkish economic 
development schemes, arrangements 
were made for a Turkish delegation con- 
sisting of representatives of the Govern- 
ment and commercial interests to visit 
Moscow in June. 
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APPOINTMENTS AND RETIREMENTS 


Accepting Houses Committee—Mr R. A. 
Houseman has retired as secretary, after 
37 years. He is succeeded by 

Brown, who has been assistant secretary 
since 1946. Mr T. A. C. D. Stewart has 
been appointed assistant secretary. 
Barclays Bank—Head Office: Mr D. E. 
Wilde, deputy trustee manager, to be joint 
deputy chief accountant. Income Tax Dept, 
West End: Mr R. H. E. Phillips, assistant 
manager, to be manager on retirement of 
Mr L. A. Day. London—Brondesbury: Mr 
R. Pinner from Kenton Park Parade to be 
manager in succession to the late Mr J. W. 
Craft; Portman Sq: Mr F. Meddings from 
Waterloo Rd to be manager; Waterloo Rd: 
Mr W. M. Isherwood to be manager. 
Bridlington Quay: Mr N. S. Cooper from 
York to be manager. Fareham: Mr A. W. 
Warnock from Jersey to be manager on 
retirement of Mr J. D. K. Davies. Harro- 
gate: Mr W. Batty from Bridlington Quay 
to be manager on retirement of Mr J. E. 
Mawson. Kenton Park Parade: Mr B. 
Merryweather from Knightsbridge to be 
manager. Kew Gardens: Mr G. C. Jones 
from Westminster to be manager on retire- 
ment of Mr W. T. Morgan. Orpington, 
Petts Wood: Mr J. B. Larkin from Ber- 
mondsey to be manager in succession to the 
late Mr I. W. F. Medwin. 

Commercial Bank of Australia—Mr 
D. W. Stride from Head Office to be 
manager of the principal London Office in 
succession to Mr H. E. Rickman. 

District Bank—Bournemouth: Mr D. N. B. 
Milne from Corn Exchange, Manchester, 
to be manager. Nuneaton: Mr J. W. Dray- 
cott to be manager. 

Lloyds Bank—The Rt Hon Lord Lloyd 
has been elected to a seat on the Board. 
Head Office, Staff Dept: Mr M. T. Burnside 
from Piccadilly to be recruitment manager. 
London—Piccadilly: Mr K. V. Thompsett, 
formerly accountant, to be manager. Bath 
(C and C): Mr J. B. Miller from Bristol to 
be manager. Broadway: Mr H. R. Bennett 
from Devizes to be manager. Chief In- 
spector’s Dept: Mr E. Horner to be an 
inspector. Colmore Row, Birmingham: Mr 
C. R. Vincent from Coventry to be manager 
on retirement of Mr E. B. Goddard. 
Coventry: Mr W. B. Embleton from South 
Shields to be manager. Crowborough: Mr 
H. O. Thomas from Aldershot to be 
manager on retirement of Mr V. K. Pain. 
Martins Bank—Hale: Mr J. O. Lupton 
from Manchester to be manager. Man- 
chester, Portland St: Mr E. F. Matthews 
from Hale to be manager. 

Midland Bank—Head Office: Mr H. J. 
Witheridge, formerly assistant manager, 
Overseas Branch, to be public relations 
officer. London—Chancery Lane: Mr A. J. 


Knights to be assistant manager in suc- 
cession to Mr P. G. Stubbs; High Holborn: 
Mr F. G. Sivyer from Enfield Highway to 
be manager on retirement of Mr E. R. 
Manly; West Kilburn: Mr C. G. Holloway 
from Coleman St and Moorgate to be 
manager in succession to Mr P. Beynon. 
Alcester: Mr J. G. Dicks from Cheshunt to 
be manager in succession to Mr E. J. Banks. 
Axminster: Mr P. G. Coleman to be manager 
on retirement of Mr E. Hartland. 
Birmingham, Erdington: Mr G. Austin from 
West Bromwich to be manager in succession 
to Mr W. H. Markham. Enfield Highway: 
Mr P. G. Stubbs from Chancery Lane to 
be manager in succession to Mr F. G. 
Sivyer. Huddersfield, Cloth Hall St: Mr 
L. Bladen from Leeds to be manager on 
retirement of Mr H. Rodgers. Leeds, Kirk- 
gate: Mr J. G. Blades from Hull to be 
manager in succession to Mr L. Bladen. 
Leyland, Chapel Brow: Mr J. W. Horsley 
from Lytham to be manager on retirement 
of Mr W. Wilkins. Northwich: Mr H. T. 
Willams to be manager. Shipston-on-Stour: 
Mr J. W. Taylor from Eastwood to be 
manager on retirement of Mr W. A. Coles. 
Slough, High St: Mr F. Higginson from 
Waltham Abbey to be manager on retire- 
ment of Mr W. E. Stone. 

National Bank of Scotland—Head Office: 
Mr J. H. C. McTurk to be chief accountant 
in succession to Mr A. A. Bremner. Mr 
J. A. Gilchrist from Glasgow Office to be 
assistant chief accountant in succession to 
Mr J. H. C. McTurk. 

National Provincial Bank—Head Office: 
Mr A. R. S. Whiley from Bristol to be joint 
staff controller. London—Raynes Park: Mr 
E. A. H. Smith, formerly accountant, to be 
manager. Ashburton: Mr R. L. Webb from 
Taunton to be manager on retirement of 
Mr G. H. Fogaty. Bradford District Bank 
Office: Mr W. B. Davidson, formerly 
assistant manager, to be manager on retire- 
ment of Mr J. L. Gill. Folkestone, Cheriton: 
Mr C. E. F. Sinden from Hythe to be 
manager on retirement of Mr V. A. Gaille. 
Swaffham: Mr G. W. Clarke from Wembley 
to be manager in succession to the late Mr 
S. Smith. 

Westminster Bank—London—Mile End: 
Mr H. C. H. Smith from Aldersgate St to 
be manager on retirement of Mr C. F. 
Edmonds; Silvertown: Mr R. Hunt from 
Dagenham to be manager on retirement of 
Mr V. E. Fells. Godalming: Mr A 
Hocken from Sherborne to be manager. 
Heathfield: Mr N. M. Avris from Seaford 
to be manager on retirement of Mr E. L. 
Hallett. St Neots: Mr S. E. Feast from 
Farnham to be manager on retirement of 
Mr T. E. Martin. Weymouth: Mr F. T. 
Bonenblust from Godalming to be manager 
on retirement of Mr G. Kidner. 
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BANKING STATISTICS 


Trend of * Risk ’’ Assets 


({; millions, except for italicized figures, which show percentage of gross deposits) 























Change Change 
1956 1957 on latest on 
May March April May month year 
Barclays: 
Advances .. 366.9 387.2 395.9 393.7 y oe : 26.8 
% ae 27.8 28.8 29.1 28 .6 
Investments 450.5 489.8 489.8 489.8 - 39 3 
o% 34.1 36.4 35.9 35.6 
Lloyds: 
Advances .. 338.7 381.2 381.3 390.9 9.6 52.2 
oY he 30.5 34.1 34.2 34.6 
Investments 374.1 365.5 343 .6 343.1 0.5 31.0 
% 53.4 Ro i, 30.8 30.3 
Midland: 
Advances .. 406 .4 412.0 409 .3 414.4 5.1 8.0 
ae 30.3 30.7 30.2 30.2 
Investments 462.3 432.6 432.6 452.5 19.9 9.8 
4 a bel 34.4 32.2 31.9 33.0 
National Provincial: 
Advances . 267 .3 272.9 276.8 267 .0 9.8 - 0.3 
a me 35.8 37.4 38.1 36.7 
Investments _ 211.6 213.3 213.0 213.1 0.1 Ra 
A ise 28.3 29.3 29.3 29.0 
Westminster: 
Advances .. 259.7 253.7 255.3 257.0 am - 2.7 
% ee 32.3 32.1 31.9 31.6 
Investments 249 .3 242.4 242.4 247 .3 4.9 2.0 
of 31.0 30.7 30.3 30.4 
District: 
Advances .. 63.0 65.9 68.6 70.7 ; wee 
A <a 27.6 29.8 29.7 30.2 
Investments 73.6 70.7 68.7 68.7 ~ - 4.9 
% aé.a 32.0 29.8 29.3 
Martins: 
Advances .. 92.6 88.9 91.7 91.3 0.4 ua 
Tn 31.8 29.9 30.9 30.0 
Investments $5.2 89.1 89.1 89.1 3.9 
Yo os al 29.2 30.0 30.0 29.3 
Eleven Clearing Banks: 
Advances .. ‘s 1,909.6 1,976.5 1,993.5 1,998.5 5.0 88.9 
% 4 31.1 32.1 32.4 31.8 
Investments 1,990.3 1,993.2 1,969.1 1,994.2 25.1 3.9 
y A 32.4 pe 31.7 31.7 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Jan Mar Apr May Dec Jan Mar Apr May 
% % % % % % % %o % % % 
Barclays -» ane a2.0 F.t 3.3 35.3 3.6 Bs M.S 2.8 33.7 Ze. 
Lloyds .. 31.1 34.4 34.4 32.3 31.9 31.6 34.4 33.2 29.7 31.0 31.0 
Midland - oon Bae 3.t 28 83 OY Se. ae ae ee ae 
National Prov a.¢ Bet BO 2.2 33.8 33.2 B.a 2.6 38.8 2.6 3.7 
Westminster... 29.7 36.3 37.7 33.1 33.5 32.4 37.6 37.9 34.3 34.0 34.1 
District .. 31.5 39.9 41.0 37.2 37.0 36.0 35.7 38.0 35.7 36.8 37.0 
Martins .. 28.5 39.8 36.8 33.3 33.9 35.1 42.1 40.9 36.7 35.3 36.6 
All Clearing 
Banks .. 29.9 37.4 37.6 33.1 33.4 33.2 37.4 37.4 32.6 32.7 32.9 


* Cash, call money and bills shown as percentage of gross deposits. 
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Averages 
of Months: 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 


1951: 
Oct 
Nov 

1956: 
May 
Dec 

1957: 
Feb 
Mar 
April 
May 


Net 


Deposits 


{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 
4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 


5,981 
5,973 


5, 860 
6,305 


5,929 
5,897 
5,908 
5,980 


Liquid 


Assets Ratiof 
0 


{mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
665 
576 
623 


NO NO pO OQ 


© 


’ 


O 
38 
37 
35 


33. 
32. 
32. 
CyB 


Y 


TDRs 


177 
108 


Banking Trends since World War I* 
Invest- 
ments 


{mn 
325 
391 
356 
341 
286 
265 
254 
254 
257 
258 
301 
348 
537 


1,990 
1,980 


2,011 
1,993 
1,969 
1,994 


Advances 


{mn 
833 
750 
761 
808 
856 
892 
928 
948 
991 
963 
919 
844 
759 
753 
769 
839 
865 
954 
976 
991 
955 
858 
797 
747 
750 
768 
888 

1,107 

1,320 

1,440 

1,603 

1,822 

1,838 

1,731 

1,804 

2,019 

1,897 


1,897 
1,925 


1.910 
1,913 


1,924 
1,977 
1,994 
1,999 





Combined 
Ratiot 
o;/ 


es 
64.0 
4 

5 


63 
58. 


63. 
64. 
63. 
63. 


WMoRS 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 


t+ Ratios to gross deposits, i.e. including items in course of collection. 


Ways and Means Advances: 


Bank of England . 
Public Departments 


Treasury Bills: 
‘Tender 
Tap 





Floating Debt 


June 16, 
1956 


{mn 


240. 


fy 


QO 
0 


.6 





May 25, 


2, 
l, 
4, 
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1957 
fimn 


270.7 


SS0.0 
260.0 


410.7 





June 1, 
1957 
{mn 
250.4 

2.900.0 

1,233.0 

4,383.4 


June 8, 
1957 
{mn 


265.0 


2,910.0 
1252.2 


June 15, 


1957 


{mn 
FF 


2,920. 
1,694. 
4,907. 


3 
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National Savings 


(£mns: Receipts into Exchequer reported during period) 

Total 
Remain- 
ing In- 
vested* 
6,020.9 
6,008.7 
6,126.2 
6,123.6 
6,124.0 


Savings 
Certi- 
ficates 

(net) 


Accrued Defence 
Interest Bond 
(net) Maturity 
3 —45.5 


‘Total 
Small 


Savings Premium 
Banks 

(net) 
-131.6 
—79.3 6 
— 35.4 | 8 
— 80.4 ; x, 
.6 5 


Defence 
Bonds Bonds 
1952-53 
1953-54 
1954-55 
1955-56 
1956-57 .. 
1956-57 
April a 5. + 2.6 — 5. o. 
May a |. 4,7 — | ; 5.0 
1957-58 
April .. + 5. 0. + 7.4 15.0 6 -~ 0.7 6,256.0 
May .. + O. + 4. 7.1 11.9 6 - 5.1 6,265.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


—38 .4 
—28.8 
-—50.8 
-38.9 


6,106 .0 


-13.2 
i 6,105.0 


- 8.6 


2.4 
Ya 





Britain’s Gold and Dollar Reserves 


(Millions of US dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (—) 


—~—- ewe 


Financed by: 


a ee ee 


Reserves 


a ee — 





Years and 


Quarters 


With 
EPU* 


With 
Other 


Net 
Surplus 


Ameri- 
can 


Special 


and 


Payments 


at End 


Change of Period 


In 


Areas Aid Creditst 
1946 .. a -—— — -+-1123 
1947 .. + - ~ = : + -+-3513 
1948 .. o —— —- 682 + 805 — 223 
1949 .. ~ — 1196 + 168 — 168 
1950 .. .. + 14 762 + 45 -1612 
1951 .. ~112 199 176 — 965 
1952 .. ~ 276 428 181 — 489 
fees .. 113 307 181 +- 672 
1954 .. .. + 85 -+-407 152 400 + 244 
[es .. - 169 — 406 : 114 181 642 
1956 .. ~211 — 408 66 + 566 


1956: 
* .. — 47 -+- 187 + 17 ~— 
.. + 45 -+ 54 t- 9 — 
IIl.. .. —104 — 132 23 156 
Oe ax .. —105 — 517 17 410 
1957: 
January ~~ ae — 36 5: -— 
February .§ + —- 20 + §9 
March ee ae | — 28 é + 68 


—-—- —~eeee ee — —. 


127 


Reserves 
+ 220 
— 618 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 


2277 
2385 
2328 
2133 


-{-791 
— 876 
— 460 
-+-433 


2084 
2147 
2209 
2209 


—--— 


— 84 ‘ r 
April .. . - 6 + 11 L + 104 3320) 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 

+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956; 
and $14 mns to IFC in August last. Quarterly instalments on Canadian post-war loan 
and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 
1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; $59 mns from India’s drawing 
on IMF in February and $68 mns in March. 
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NATIONAL BANK OF NEW ZEALAND 








Continued Extension of Facilities 





Mr. Arthur H. Ensor’s Review of Economic and Industrial Conditions 





National Bank of New Zealand Limited 
- was held on June 27 in London. 


The following are extracts from the circulated 
statement of the Chairman, Mr. Arthur H. 
Ensor: 

A scheme for reorganising the capital of the 
Bank was submitted to the shareholders, by 
whom it was approved in January last, and 
subsequently it was confirmed by the High 
Court. The Balance Sheet shows the capital 
in its new form:— 


Capital—Authorised 6,000,000 shares of £1 
each—£6,000,000. 


Issued—3,000,000 shares of £1 each fully 
paid—f£3,000,000. 


This reorganisation of the capital, embodying 
the cancellation of the uncalled liability on the 
shares, has been received with general approval 
and is undoubtedly advantageous both to the 
Bank and to the shareholders, by making the 
shares more readily marketable. 


Tx 85th annual general meeting of The 


Balance Sheet and Profit and Loss Account 


The Reserve Fund now stands at £2,500,000, 
having been increased to that figure by 
the transfer of £500,000 from Contingency 
Account. 


There are a number of changes on the Assets 
side of the Balance Sheet. Cash and Balances 
with Bankers show an increase of £2,600,000, 
which, in the main, is represented by the higher 
statutory balances we have had to maintain with 
the Reserve Bank, which are, of course, 
unremunerative. 


Money at call and short notice at £1,200,000 
is £1,800,000 less than last year, but we hold 
{1,000,000 British Government Treasury Bills 
and our British Government Securities have 


been increased by £1,200,000. 


Our Advances, as a result of the continued 
policy of credit ‘restriction, have declined by 
£3,100,000 to £34,900,000. Since the peak of 
our lending in 1952, when our Advances were 
over {£43,000,000, the reduction effected has 
been approximately 20 per cent., and this clearly 
indicates that we have striven to implement the 
Government’s financial policy, however un- 
pleasant for a banker it may be to restrict the use 
of funds in the Bank’s principal earning asset. 


Profits at £269,000 show a fall of £8,000 
compared with last year, but a decline was 
inevitable with rising costs, a reduced volume of 
lending, and increased statutory balances with 
the Reserve Bank, earning nothing. 


An interim dividend of 4 per cent. on the old 
form of capital was paid in January last, 


XXV 


£100,000 has been transferred to Contingency 
Account and you will be asked to approve the 
payment of a final dividend of 5 per cent., less 
United Kingdom Income Tax, on the capital as 
reorganised and increased, leaving £255,000 to 
be carried forward to next year. The total 
amount of the dividend for the year represents 
a rate of 10} per cent. on the old capital or 84 
per cent. on the capital at its present figure 


of £3,000,000. 


Business Development 


The past year has once again shown a steady 
increase in the number of our customers and we 
have continued to extend our banking facilities. 
A new Branch has been opened at Victoria 
Square, Christchurch, and six new Agencies 
have been established, making a total of 89 
Branches and 58 Agencies throughout New 
Zealand. We are proceeding with our pro- 
gramme of construction of new Branches and the 
modernisation and alteration of others. 


The growing importance of our overseas 
business and the prospect of new trade links 
being established has prompted us to reorganise 
and extend the overseas section of the Bank’s 
business, and to place it under the control of an 
Overseas Manager. We are confident that 
this measure will enable us to contribute ever 
more effectively in the development of New 
Zealand’s trade and commerce. 


General Trading and Industrial Conditions 


Developments in the past year have drawn 
attention both to the fundamental strength of 
New Zealand’s economy and to some of the 
difficulties which must be overcome to ensure 
the fuli and steady development of the country’s 
resources. 


The strength of the economy is reflected in 
the highly productive, well organised primary 
industries which, by utilising new techniques 
such as aerial top-dressing, continue to expand 
their high output and earn over 95 per cent. of 
the country’s export income. The growth of 
new markets in Asia and the Far East for the 
products of New Zealand farming shows 
prospects of an expansion of trade in that region, 
which would help to relieve possible strains in 
New Zealand’s traditional markets. 


In recent months Japan has begun to import 
modest shipments of New Zealand meat in 
addition to worthwhile quantities of wool and 
there are encouraging signs that Malaya, Singa- 
pore and the Philippines are also becoming 
interested in New Zealand meat. With Australia, 
too, trade has increased over the past year and 
the export of quantities of frozen vegetables 
and other frozen foods from New Zealand gives 
promise of further favourable development. 








It is pleasing to see the growing volume of 
exports of paper and pulp from New Zealand’s 
forest industry. This industry seems destined 
to play an increasingly important part in the 
economy of the country and will provide a 
welcome addition to the rather limited range of 
New Zealand’s export commodities. 


Balance of Payments 


The potential weakness of New Zealand’s 
present trade pattern lies in the fact that over 
60 per cent. of her total export earnings are 
derived from the single market of the United 
Kingdom. Indeed, something like 90 per cent. 
of her total dairy produce and meat are sold here. 
The growth of the production of meat and dairy 
produce in the United Kingdom and the 
diversion to this country of dairy produce which 
in recent years has been sold in Europe, where 
there is at present no market, have caused wide 
fluctuations in the prices of these commodities 
and underline the difficulties which confront 
New Zealand in relying to such an extent upon 
the British market. 


Nevertheless, despite these difficult marketing 
problems, the overall balance of payments 
position has shown a very substantial improve- 
ment in the past year. In the twelve months to 
the end of March there was a surplus of 
£800,000, compared with a deficit of 
£16,400,000 for the previous year. 


However, as export receipts were up by only 
£,2,000,000, this achievement must be attributed 
largely to the efficacy of the credit restriction 
policy in effecting a reduction in private imports 
of £7,800,000. 

The rise in wool prices this season has not yet 
made its full impact on export receipts, but it is 
expected that the total wool cheque will amount 
to some £106,000,000, which will be the highest 
figure since the boom season of 1950-51 and 
£18,000,000 above last season’s figure. Another 
contributory factor in the improved balance of 





payments was the increase in capital inflow 
caused by the rise in Government borrowings 
overseas from £3,200,000 to £9,700,000, the 
most important loan being that of £5,000,000 
issued on the London Market in September, 
which was oversubscribed in a few minutes. 


The growth of secondary industries and the 
development of new markets for primary 
products should ultimately be contributory 
factors in strengthening the balance of payments 
position. 

Although the credit restriction policy has 
been consistently maintained, internal demand 
has remained buoyant. ‘The retail trade reports 
strong competition in a buyers’ market with a 
full range in many lines available for the first 
time for a decade. 


Finance 


In the year to March, 1957, the net overseas 
assets of New Zealand’s banking system in- 
creased by £4,500,000. While this is an 
encouraging improvement on the previous two 
years, in which there were falls of £35,000,000 
and £9,000,000, it does not give room for 
complacency. Although inflationary pressures 
may not be as strong as they were, say, two 
years ago, there is ample evidence that they have 
not yet been entirely eliminated and, in spite of 
the restrictions on bank lending, the volume of 
money has increased. Added to this, the 
reserves of the primary industries will be called 
upon this season to make substantial deficiency 
payments to producers, mainly for butter, and 
these payments, although out of reserves, are 
likely to add to inflationary pressures. ‘There 
is, therefore, need for continued monetary 
restraint and, while sympathy can be felt with 
the Government in its problem of having to 
curtail urgent development projects in a young 
and vigorously growing country, everything 
points to the need for further restraint in 
Government spending. 





BOUND VOLUMES 
OF THE BANKER—1956 


Complete bound volumes for 1956, in green half-leather, 
are available for £3 Os. Od. including postage and packing 





READERS’ 


OWN COPIES 


Can be bound in green half-leather for 
£1 Os. Od. per volume plus 2/- postage 








The Circulation Manager, THE BANKER, 72 Coleman Street, London, E.C.2 
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IMPERIAL CHEMICAL INDUSTRIES 





Considerably Increased Turnover 





Imperial Chemical Industries Limited 
was held on June 13 in London. 

Sir Alexander Fleck, K.B.E., D.Sc., LL.D., 
F.R.S., chairman, in the course of his speech 
said: 

The value of the Group’s sales to external 
customers increased from £411 millions in 1955 
to £435 millions in 1956, but despite this 
increase in turnover, the Group manufacturing 
and trading profits, ‘after charging depreciation 
but before provision in respect of the Em- 
ployees’ Profit-sharing Scheme and _ before 
taxation, fell from £563 millions to £533 
millions. ‘The Company was faced during the 
year with a continuation of the rise in costs 
caused principally by increases in salaries and 
wages, in transport charges, and in the price 
of fuel. Increased efficiency partially offset 
these higher costs; nevertheless, profit margins 
were reduced substantially. 

The prices of some products were raised in 
the first half of 1956, but these increases did 
not outweigh the effects of the increased pro- 
duction costs to which I have just referred. 


T im thirtieth annual general meeting of 


Burden of Increased Costs 

The burden of increased costs is especially 
serious in the export business. Conditions in 
markets overseas are now highly te neni 
and competitors in some countries have not, 
recent years, had to face such great napmiede 
from rising costs as have manufacturers here. 
This is one of the factors that, despite the 
record levels achieved by our 1956 sales, made 
the manufacturing and trading profits of the 
Group, before taxation, about £3 millions less 
than in 1955. Consolidated income of the 
Group after taxation was also about £3 millions 
less than in 1955. The charge for taxation in 
1956 represents a larger proportion of income 
than in 1955, due mainly to three causes— 
increases in the rates of Profits Tax, the with- 
drawal during 1956 of investment allowances 
on most new capital expenditure and _ their 
replacement by initial allowances, and a reduc- 
tion in the credit for over-provisions in past 
years. 

The Company’s net income for the year 1956 
was {£19} millions as compared with nearly 
£24 millions in 1955. The Board, having 
regard to the great strength of the Company 
and its prospects, have no hesitation in 
recommending that the final dividend for 1956 
should be 6 per cent., making the total dividend 
for the year 10 per cent., the same as for both 
1954 and 1955. 

It is your Board’s intention to maintain their 
policy of a fair balance between the distribution 
of profits as dividends to stockholders who can 
reasonably expect to participate in the Com- 
pany’s growing prosperity, and the retention of 
profits for the Company’s business. 


Price Policy 
On July 1, 1956, we announced that over the 
major range of our products we should not 


raise our prices in the Home Trade before 
July 1, 1957, unless some unexpected or excep- 
tional event occurred in the interim. We did 
not treat the Suez crisis as such an event, 
although I think we might have been justified 
in so doing. Indeed, during this period we 
reduced some prices in the home market. 

For the future we shall consider each product 
on its merits, and adjust prices up or down as 
demanded by cost and market conditions. In 
making changes, we shall, as in the past, do 
our best to keep prices down, balancing the 
need to provide the best possible service to our 
customers, a proper return to our stockholders 
and fair rates of wages and salaries to our 
employees. In those cases where we find it 
necessary to raise prices we shall continue our 
policy of keeping the new prices stable for as 
long as possible. 


Current Year’s Trading 


In conclusion, | should like to say a little 
about the current year’s trading. So far, turn- 
over has been on a higher level than in 1956. 
In the middle of last year there was some 
noticeable hesitation in those parts of our 
business serving industries making durable con- 
sumer goods, such as motor cars and household 
appliances. ‘The marked recovery made this 
year by the motor car industry in particular is 
helping us to overcome the setback experienced 
last year in those sections of our organization. 

The current year is, of course, bringing its 
own problems. Fortunately, the general level 
of activity is high, and in most cases new 
plants coming into production are immediately 
and fully occupied. ‘The demand for “ Tery- 
lene ’’ in particular is most active. So far this 
year exports have been of the same order as 
last year, but if costs of production in the 
United Kingdom continue to rise at a rate 
greater than those of our principal competitors, 
it will become more difficult to place our 
exports. Your Company is greatly dependent 
upon the export business—not only its own 
direct exports, but also indirectly through the 
exports of its customers in the United Kingdom. 
Unless the nation’s competitive position in 
world markets can be strengthened, some of 
the great opportunities will be missed, and the 
country will fail to achieve its long-term objec- 
tive of a healthy and expanding economy. 


Further Progress Envisaged 


If no unforeseen international disturbances 
arose, 1957 should be a year of high activity in 
almost every branch of the Company, and | 
think we can look forward to a year of satis- 
factory progress. We also regard the longer 
term prospects with confidence. There are 
great possibilities for the profitable develop- 
ment of the chemical business throughout the 
world; and we have available in this country 
many of the raw materials required, convenient 
of access, and of high quality. 

The report and accounts were adopted. 
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The best ever 
NATIONAL SAVINGS 


CERTIFICATES 
offer nearly 42% interest 
income tax free! 


There’s never been an easier, surer, more 
profitable way of investing money than with 
this new tenth issue of Savings Certificates. © 
Every 15/- unit grows to 20/- in only seven 

years (not ten years as with previous issues) | 
and that is equivalent to nearly 43% income | 
tax free interest, if held for the full period. 





WORTH OVER 74% GROSS 
WHEN INCOME TAX IS PAID) 
AT STANDARD RATE-—worth : 


even more to surtax payers. Here is the finest. 
gilt-edged investment ever, for all the family, 


MAXIMUM HOLDING 
600 UNITS OF 15/-. These new 


ec Certificates are easy to buy, easy to hold, 
easy to cash. Take full advantage of this 
excellent opportunity today. 
You can obtain full information about these 
tenth issue Certificates from your stockbroker, ~ 
banker, or other professional adviser, and from 


your local Savings Centre, Savings Committee, 
Post Office or Trustees Savings Bank. 


£450 invested now becomes £600 
in only 7 years ! 


“WITHOUT DOUBT THE BEST SAVINGS CERTIFICATE FOR FORTY YEARS 


says Lord Mackintosh, Chairman of the National Savings Movement, 





ISSUED BY THE NATIONAL SAVINGS COMMITTEE - LONDON S.W.7 
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